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SECURITIES ACT OF 1933 
Release No. 6102/August 9, 1979 


In the Matter of 


SCHIFF, HARDIN & WAITE PROFESSIONAL 
RETIREMENT PLAN 

7200 Sears Tower 

233 South Wacker Drive 

Chicago, IL 60606 


(18-51) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 3(a) (2) OF THE ACT FOR AN ORDER 
EXEMPTING FROM THE PROVISIONS OF SECTION 
5 OF THE ACT INTERESTS OR PARTICIPATIONS 
ISSUED IN CONNECTION WITH THE SCHIFF, 
HARDIN & WAITE PROFESSIONAL RETIREMENT 
PLAN 


NOTICE IS HEREBY GIVEN that the law firm of 
Schiff, Hardin & Waite (‘‘Applicant” or the “Firm’’), 
an Illinois partnership, has, by letter dated April 13, 
1978, applied for an exemption from the registration 
requirements of the Securities Act of 1933 (‘‘Act’’) 
for any participations or interests issued in connec- 
tion with the Schiff, Hardin & Waite Professional Re- 
tirement Plan and related trust for partners and asso- 
ciate lawyers (hereinafter collectively referred to as 
the ‘‘Plan’’). All interested persons are referred to 
those documents, which are on file with the Com- 
mission, for the facts and representations contained 
therein, which are summarized below. 
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|. Introduction 


The Plan covers Applicant’s partners and associate 
lawyers, of whom there were 46 and 32, respectively, 
participating in the Plan as of December 31, 1978. All 
attorneys are eligible to participate in the Plan if they 
have completed one year of service with the Firm and 
reached age 25. 


The Plan is of a type, commonly referred to as a 
“Keogh”’ plan, which covers persons (in this case the 
Firm’s partners) who are ‘‘employees’’ within the 
meaning of Section 401(c) (1) of the Internal Revenue 
Code of 1954, as amended (the ‘‘Code’’). Therefore, 
even though the Plan is qualified under Section 401 
of the Code, the exemption provided by Section 
3(a)(2) of the Act is inapplicable to interests in the 
Plan, absent an order of the Commission issued 
under Section 3(a) (2). 


Applicant states that prior to 1977, the Firm had only 
an Illinois office and relied on, among other available 
exemptions, the so-called “‘intrastate’’ exemption 
from registration under Section 5 of the Act. In 
March, 1977, the Firm opened an office in Washing- 
ton, D.C. The Firm now deems it appropriate to apply 
for an exemption under Section 3(a) (2). 


In relevant part, Section 3(a) (2) provides that the 
Commission may exempt from the provisions of Sec- 
tion 5 of the Act any interest or participation issued in 
connection with a pension or profit-sharing plan 
which covers employees, some or all of whom are 
employees within the meaning of Section 401(c) (1) 
of the Code, if and to the extent that the Commission 
determines this to be necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


ll. Description and Administration of the Plan 


Applicant states that the Plan was adopted in 1968 
and was amended and restated in its entirety, effec- 
tive as of January 1, 1976, in order to comply with 
the Employee Retirement Income Security Act of 
1974 (‘ERISA’). The Internal Revenue Service has 
issued a ruling to the effect that the Plan, as so 
amended and restated, continues to be a qualified 
plan under Section 401 of the Code. The Plan is an 
employee profit-sharing plan subject to the fiduciary 
standards and to the full reporting and disclosure re- 
quirements of ERISA. The plan has a mandatory Firm 
contribution feature and a voluntary participant con- 
tribution feature, both of which are based on a per- 
centage of compensation. 





Applicant states that the Plan is administered through 
a single trust with three of theFirm’s senior partners 
acting as trustees. The LaSalle National Bank, a na- 
tional banking institution, acts as custodian for trust 
assets. The trust agreement contains provisions for 
separate investment funds to be managed by a reg- 
istered investment adviser under the Investment 
Advisers Act of 1940. The Plan presently has three 
investment funds: the Equity Fund, the Fixed Income 
Fund and the Current Yield Fund. A participant has 
the right to designate the amounts to be held in each 
of the three investment funds and to change such 
designations. In addition, a participant may select an 
individual investment account with Dean Witter 
Reynolds, Inc., a registered broker-dealer, in which 
the participant may direct the investment of all or a 
portion of his account to be in any security traded on 
a national exchange or over-the-counter, in any U.S. 
governmental or high-grade corporate bonds, in Cer- 
tificates of Deposit, or placed in a savings account. 
Finally, a participant may direct that up to 50% of the 
contributions on his behalf be used to purchase life 
insurance. 


The Trustees have the power to appoint and to re- 
move investment managers and bank custodians with 
respect to Plan assets. Applicant asserts that the Firm 
exercises substantial administrative responsibilities in 
connection with the Plan. 


lll. Discussion 


Applicant contends that were the Firm a corporation, 
rather than a partnership, interests or participations 
issued in connection with the Plan would be exempt 
from registration under Section 3(a) (2) of the Act, 
because no person who would be an “employee” 
within the meaning of Section 401(c) (1) of the Code 
would participate in the Plan. Applicant argues that 
the mere fact that it conducts its business as a 
partnership rather than as a corporation should not 
result in a requirement that interests in the Plan be 
registered under the Act. 


Applicant also maintains that were the Firm's part- 
ners not permitted to participate in the Plan, the in- 
terests or participations issued in connection with the 
Plan would be exempt under Section 3(a) (2) since no 
other persons covered by the Plan would be “em- 
ployees’’ within the meaning of Section 401(c) (1) of 
the Code. Applicant argues that there is no valid 
basis for a contrary result merely because the Plan 
also covers partners in the Firm. 


Applicant also argues that the Plan covers only part- 
ners and associate lawyers of the Firm, who are pro- 
fessionals generally sophisticated in investments and 
financial analysis and able to protect their interests 
adequately without the protection of the registration 
requirements of the Act. Applicant believes that the 
rigorous disclosure requirements of ERISA and the 
fiduciary standards and duties imposed thereunder 
are adequate to provide full protection to the partici- 
pants. 


Finally, Applicant argues that the characteristics of 
the Plan are essentially typical of those maintained by 
many single corporate employers and that the legisla- 
tive history of the relevant language in Section 
3(a) (2) of the Act does not suggest any intent on the 
part of Congress that interests issued in connection 
with single-employer Keogh plans necessarily should 
be registered under the Act. Applicant argues that its 
Plan is distinguishable from multi-employer plans or 
uniform prototype plans designed to be marketed by 
a sponsoring financial institution or promoter to 
numerous unrelated self-employed persons and that 
these latter plans are the type of plans Congress in- 
tended to exclude from the Section 3(a) (2) exemp- 
tion. 


For all of the foregoing reasons, Applicant believes 
that the Commission should issue an order finding 
that an exemption from the provisions of Section 5 of 
the “ct for interests or participations issued in con- 
nection with the Plan is appropriate in the public in- 
terest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than September 4, 1979, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement of the nature of his or her interest, the rea- 
sons for such a request, and the issues, if any, of fact 
or law proposed to be controverted, or he or she may 
request to be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such re- 
quest shall be served personally or by mail upon Ap- 
plicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney at 
law, by certificate) shall be filed contemporaneously 
with the request. An order disposing of the matter 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to whether 
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a hearing is ordered, will receive notice of further 
developments in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16080/ August 3, 1979 


Annual Assessments For Nonmember Broker-Dealers 
AGENCY: Securities and Exchange Commission. 
ACTION: Proposed rulemaking. 


SUMMARY: The Securities and Exchange Commis- 
sion today is publishing for comment: (1) a proposed 
rule amendment providing that annual assessments 
for nonmember broker-dealers be comparable to as- 
sessments imposed upon members of a registered 
national securities association; and (2) a proposed 
information and assessment form for nonmember 
broker-dealers establishing annual assessments fo the 
fiscal year. 


DATES: Comments must be received by September 
7, 1979. 


ADDRESSES: All comments should refer to File 
No. S7-794 and be sent in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Copies of all written submissions will be 
made available for public inspection at the Commis- 
sion’s Public Reference Room, Room 6101, 1100 L 
Street, N.W., Washington, D.C. 
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FOR FURTHER INFORMATION CONTACT: 
Janet R. Zimmer, Branch Chief 

Division of Market Regulation 

Securities and Exchange Commission 

500 North Capitol Street 

Washington, D.C. 20549 

(202) 755-7718. 


SUPPLEMENTARY INFORMATION: Section 15(b) 
(8) of the Securities Exchange Act of 1934 (the 
“Act’’) [15 U.S.C. 78a et seg., as amended by Pub. 
L. No. 94-29 (June 4, 1975) | authorizes the Com- 
mission, by rule, to establish and levy such reason- 
able fees and charges as may be necessary to defray 
the costs of additional regulatory duties required to 
be performed with respect to registered broker dealers 
who are not members of a registered national secu- 
rities association (‘‘nonmember broker-dealers” or 
“SECO broker-dealers’) and their associated per- 
sons.© Pursuant to that Section, the Commission 
adopted Securities Exchange Act Rule 15b9-2 [17 
CFR 240.15b9-2] which, among other things, requires 
SECO broker-dealers, on or before September 1 of 
each year, to file a Form SECO-4 (the ‘’Form’’) [17 
CFR 249.504 et seq.] for the particular year and to 
pay the total annual assessment prescribed by the 
Form. This release invites comment on a proposed 
amendment to Rule 15b9-2 to provide that the rates 
or levels of annual assessments imposed by the Com- 
mission upon SECO broker-dealers be the same as 
corresponding assessments imposed by the National 
Association of Securities Dealers, Inc. (the 
“NASD")3 upon its members, unless the Commis- 
sion determined otherwise for a particular fiscal year. 
This release also invites comment on proposed Form 
SECO-4-79 [17 CFR 249.504n] which would set SECO 
assessments for the 1979 fiscal year at the same 
levels as corresponding NASD assessments for that 
period. 





1145 U.S.C. 780(b) (8) 


2A nonmember broker or dealer who is a member of 
a national securities exchange may, under limited cir- 
cumstances, be exempt from this provision. See 
Securities Exchange Act Rules 15b9-1(e) and 
15b9-2(e) (3); 17 CFR 240.15b9-1(e) and 17 CFR 
240.15b9-2(e) (3). 


3The NASD is the sole national securities association 
registered pursuant to Section 15A of the Act, 15 
U.S.C. 780-3. 





DISCUSSION OF THE PROPOSALS: 


A. Proposed Amendment to Rule 15b9-2 


Annual assessments imposed upon SECO broker- 
dealers are intended to defray the Commission's cost 
of administering its SECO program during the pre- 
ceding fiscal year. Thus, the assessment due on Sep- 
tember 1, 1979, is to cover the costs of regulating 
SECO broker-dealers for fiscal year 1979 (October 1, 
1978 - September 30, 1979). 


Since fiscal year 1976, the levels or rates of annual 
SECO assessments have been the same as corres- 
ponding assessments levied by the NASD on its 
members. These assessments have consisted of three 
parts: (1) a flat fee assessment, (2) a ‘head tax” on 
each associated person engaging in securities activi- 
ties on behalf of the broker-dealer, and (3) a variable 
assessment based on the broker-dealer’s gross in- 
come during the preceding calendar year. 


Over the past three years, it has been the Commis- 
sion’s experience that maintaining annual SECO 
assessments at rates or levels comparable to those 
imposed by the NASD has generated revenues which 
have reasonably approximated expenditures incident 
to the administration of the SECO program. Based on 
this past experience, the Commission expects assess- 
ments comparable to the NASD’s to continue to 
defray the costs of SECO regulation. The Commis- 
sion, therefore, proposes to amend Rule 15b9-2: (a) 
to make explicit the three components of the annual 
SECO assessment, and (b) to specify that, unless the 
Commission decides otherwise for a particular year, 
the rates or levels of SECO assessments will be the 
same as corresponding assessments imposed by the 
NASD on its members for the specified fiscal year. 


The legislative history of the Securities Acts Amend- 
ments of 1964 (the “1964 Amendments”),4 which 
directed the Commission to establish the SECO pro- 
gram, supports this result. That history indicates that 
the regulation of nonmember broker-dealers (includ- 
ing any assessments or fees imposed upon such 
broker-dealers) was designed to be comparable to 
that imposed by registered national securities asso- 





4Pub. L. No. 88-467 (August 20, 1964). 


ciations upon their members.° More specifically, the 
legislative hitory suggests that the assessments to be 
levied upon SECO broker-dealers were intended to 
correspond generally with the fees or assessments 
levied by registered national securities associations 
upon their members. 


There are, of course, certain differences in revenues 
and expenditures between the NASD’s regulatory 
program and the Commission’s SECO program. For 
example, the NASD provides certain services to its 
members such as arbitration facilities and promo- 
tional materials on the over-the-counter market. On 
the other hand, the NASD also receives the benefits 
of fines paid by members in disciplinary proceedings, 
as well as the benefit of time and services donated to 





5H. Rep. No. 1418, 88th Cong. 2nd Sess. 12 (1964). 
See also Statement of Policy of the Director of the 
Division of Trading and Markets Regarding the Com- 
parability of NASD and SECO Regulation at 1, Secu- 
rities Exchange Act Release No. 9420 (December 20, 
1971). 


6The following colloquy in the House debates on the 
1964 Amendments illustrates this point: 


Mr. Curtin. And if the Chairman will yield 
further, and further on that same subject, 
was it not intended by the committee that 
the fees and charges to be prescribed by the 
Securities and Exchange Commission under 
paragraphs 8 and 9 of section 15(b), as 
amended, should not be significantly greater 
than those assessed by such a securities as- 
sociation by its members. 


Mr. Harris. This is correct. That was the feel- 
ing of the committee and that is our inten- 
tion. 


Mr. Curtin. If the gentleman will yield further, 
in other words, was it the intention of the 
committee that a broker or dealer would be 
treated alike whether in his discretion he de- 
cided to go into the securities association 
regulated by the SEC? 


Mr. Harris. The gentleman is correct; that is 
true. 


1100 Cong. Rec. 17920 (1964). Representative Harris 
was the Chairman of the Committee which developed 
the concept of SECO regulation and the floor man- 
ager of the bill. 
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the Association by its members.” The Commission 
believes that such factors largely balance each other 
and that, as long as regulation of SECO and NASD- 
member broker-dealers remains approximately com- 
parable, a close alignment of fees and assessments is 
reasonable. 


The Commission, of course, recognizes the statutory 
mandate that SECO fees and assessments be reason- 
able and that they be used to defray the costs of ad- 
ministering the SECO program. The Commission, 
therefore, realizes that circumstances may at times 
require fees and assessments which differ from those 
established by the NASD. For this reason, the 
proposed amendment to Securities Exchange Act 
Rule 15b9-2 would permit the Commission, in any 
given year, to establish assessments which differ 
from the NASD’s without amending the rule. To 
determine whether the rates of SECO assessments 
bear a reasonable correlation to the additional costs 
incurred by the Commission in administering the 
SECO regulatory program, the Commission will 
periodically collect and analyze cost data on the pro- 
gram. A periodic cost analysis will not necessarily 
precede each annual assessment by the Commission 
of SECO fees. However, where such a cost analysis 
discloses a significant variance between the fees col- 
lected and costs incurred in administering the SECO 
program, the Commission may invoke its authority 
under the proposed amendment to Rule 15b9-2 to 
adjust the rate or level of SECO assessment in a suc- 
ceeding year. 


The Commission contemplates that, if it decides to 
establish fees and assessments at the same rates or 
levels as those imposed by the NASD, it will utilize 
the summary rulemaking procedures specified in Sec- 
tion 4 of the Administrative Procedure Act [5 U.S.C. 
553] to adopt the Form SECO-4 for the particular fis- 
cal year. On the other hand, if the Commission, in 
any given year, decides to establish annual SECO 
fees and assessments which differ from correspond- 
ing NASD assessments, the Commission contem- 
plates using the current procedure of publishing the 
applicable Form SECO-4 and specified fees for com- 
ment before taking any final action to adopt them. 





7For a discussion of the Commission’s and NASD’s 
relative expenses and revenues in this context, see 
Phillips and Shipman, An Analysis of the Securities 
Acts Amendments of 1964, 1964 Duke L. J., 706, 823 
n. 415 (1964). 
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B. Proposed Form SECO-4-79 


This release invites comment on proposed Form 
SECO-4-79 (17 CFR 249.504m) which specifies the 
annual assessments payable to the Commission by 
nonmember broker-dealers for fiscal year 1979. For 
the reasons discussed above, the Commission be- 
lieves that annual assessments comparable to corres- 
ponding NASD assessments are reasonable to defray 
the costs of SECO regulation. The SECO assess- 
ments proposed for fiscal year 1979, therefore, are 
set at the same levels as the NASD’s, which reflect 
an increase in the gross income assessment, from 
0.17% to 0.19% for municipal securities transactions 
and from 0.21% to 0.23% for other over-the-counter 
transactions. The proposed Form, which is set forth 
below, includes special instructions for computing 
and reporting gross income for assessment purposes. 


Normally, Rule 15b9-2 requires that nonmember 
broker-dealers must file a Form SECO-4 for the par- 
ticular year and pay the assessments specified therein 
by September 1 of each year. This year, however, the 
Commission proposes to extend the deadline until 
October 31, 1979, so that the proposed amendments 
to Rule 15b9-2 and the assessment schedule pro- 
posed in Form SECO-4-79 may receive adequate con- 
sideration before broker-dealers file the Form or pay 
the assessments. 


TEXT OF THE PROPOSALS: 


1. 17 CFR Part 240 is proposed to be amended by 
revising paragraph (b) of 8240.15b9-2 to read as 
follows: 


§240.15b9-2 Annual assessment for registered 
brokers and dealers not members of a registered 
securities association. 


(b) (!) Assessments. On or before September 1 of 
each year, every broker or dealer to whom this rule 
applies shall file the Form SECO-4 provided for the 
particular fiscal year and pay the total assessments 
prescribed by the form. Such assessments shall in- 
clude: (i) A flat fee basic assessment applicable to all 
brokers or dealers, (ii) a gross income assessment 
applicable to all brokers or dealers based upon the 
broker or dealer’s gross income during the preceding 
calendar year, and (iii) an assessment for each asso- 





ciated person engaged, directly or indirectly, in secu- 
rities activities for or on behalf of the broker or dealer 
prior to August 15 during the fiscal year, at any time 
in which the broker or dealer was a nonmember 
broker or dealer: Provided, however, that the assess- 
ment shall not be paid for any person who confines 
his securities activities to areas outside the United 
States, its territories and possessions, and who does 
not deal with or act for any U.S. Resident or national 
wherever located. 


[2] Levels or Rates of Assessments. The levels or 


rates of assessment shall be the same as the corres- 
ponding assessments imposed by the National Asso- 
ciation of Securities Dealers, Inc. upon its members 
during that fiscal year, unless the Commission pre- 
scribes different rates or levels of assessment in the 
Form SECO-4 for that fiscal year. 


FORM SECO-4-79 
To De Filed Qn or Qefore October 31, 1979 


U.S. SECURITIES AND 
Washington, 


1979 ASSESSMENT AND 


FOR REGISTERED BROKERS AND DEALERS NO 


2.17 CFR Part 249 is proposed to be amended by 
adding a new 8249.540m to read as follows: 


§249.504m Form SECO-4-79, assessment and infor- 
mation form for registered brokers and dealers not 
members of a registered national securities asso- 
ciation. 


This form shall be filed on or before October 31, 
1979, pursuant to 8240.15b9-2 of this chapter, ac- 
companied by the annual assessment fee required 
thereunder and as specified in this form, for the fiscal 
year ended September 30, 1979, by every registered 
broker and dealer not a member of a registered na- 
tional securities association. 


' 


TREICHIVED 


Receipt No. 
Rena No 


Check No. 
Date of Chen 
FORM 


MEMBERS 





EXCHANGE COMMISSION 
D.C. 20559 





INFORMATION 


OF A REGISTERED SECURITIES ASSOCIATION 


(submit original and three copies )( See instructions om reverse side of form) 





leehame ot Becker or Dewier 


TP an srsitideus, give ciety, eet, 


tle aume +. 


12. IRS Emplover Hlent. Nov: 


| S 





3. Address of Prncipal Place of Business: 
“OO. nO 8° RECT city 


(Suomit addrasses of all other officae on eeoarate erest) 


4, SEC Fite No.: 
ze cone | 


| 





S. Asseusment to ooSuy Gutn G reguiuuon prouent to seman 1ab)i6, af be 


(a) Besic assessment of $259 (or 125%) 


(b) Plus assessments for essociuted presons, 


seusues Excng: Act for te fiscal yer ening Seqte- | pr 


inciuding Soie proprietors, partners and 


corporate officers, engaged disectly or indirectly im securities activities during the 
fiscal year at any time in which the brocer of dealer was a nonmember broker or desler: 
Number of persons © $5 ($2.50*) each 
(c) Gross Income Assessment - (ser instruction 7 on reverse side) 
1) Gross securities income (except municipals) - 197& é. 
eae EO 
TOTAL ASSESSMENT TO BE Paid [lai¢(bie(c)] 


6. Wembersnip of Broker ot Dealer in United States and Foreign Secunties Exchanges ( List regular memberships unis 


Amount $ 


23% 
2) Gross municipe! securities income - 1976 Amount $ 


* See instruction 2 on reverse side 





If on exebarge cember, dv you claim execoticn from the fee 
promsions cf Psie 1S90-3,¢)(1) end (2) Ci £S--- (no 


(Check ONE}: 





7. Principal Type of Securities Business Engaged in by Broker or Deeler 


Exchange member primarily engeged in exchenge commiceion vosinces(_] Limited partership interests 


Exchange aember primarily engeged ia floer activities Pieoker or desler seliing oil and gee ioterests 


Broker or dealer in generni secures business Pot end call broker or dealer cr Grice writer (non-exchange options) . . 
Broke: cr dester eel''ns securities of exiv cre 
Motel fund uaderwnter issuer of associated issuers (other than mutual funds) 


Mutual fund distubutor Broker or dealer selling church secunues 


Broker or dealer selling vansbls annuity coatrects Government bond dealer /otacr thon municipal ) 
Solicitor of sev.nge end loan accounts Broker or deaier in muc:c:pal bvads. we ee ee ee eee ° 
Real estate syndicator and mortgage broker ead banker Broker of dealer in other secumties business /Spere’y) 


Reel estate condominium interests No securiues business /Speci/> your type of business} 





(Continued next page) 
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FORM SECO-4-79 
(Continued from last page) TABLE A 


Amt, of 1973 G:esa Income Amt. of 197€ Gross Income 
18 TROUSaNes $ THOUSANOS) 
1. Underwriang end trading activities uv 
(a) Gross income, fees, concessions, ete., from 


underwriting and selling group acumties 2... § 7. Underwriuag of sponsoring of venable contrects, . . . $ 


(bd) Principal trading of secures over the coanter ~'S 
Transections in secuntes of non-prof.t orgenizuticns § 
(c) Totel of (a) end (t), if lose enter "NONE®. 2... 3. 


2. Agtocy (ansactions end those reiail priecipe! transections 
Ast reported in U(d)—s include groee ancome frm ccesraace 
end wntroduced accounse: L/ 


» Listabution of tex sheltered investments 


10. Vetng endorsing and seling crtions over the counter $ 


3. Pavate plecements - Mergers and ecquisitions 
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FORM SECO-4-79 
INSTRUCTIONS 


1. Brokers or dealers registered with the Commission as of August 15, 1979, who were 
nonmember brokers or dealers for at least 45 days immediately prior to that date or who 
were nonmember brokers or dealers for at least 90 days during the period beginning Oct. 1, 
1978, and ending August 15, 1979, shall, on or before October 31, 1979, file Form SECO-4- 
79 and pay to the Commission a fee pursuant to Section 15(b)(8) of the Securities 
Exchange Act of 1934 (the “Act"] to defray certain costs of regulation for the fiscal year 
ending September 30, 197%. The term “nonme..Aber broker or dealer" is defined in para- 
graph (f)(2) of Rule 15b9-2. 


2. Rule 15b9-2 provides that brokers or dealers who were nonmember brokers or dealers 
for less than 180 days during the period beginning Oct. 1, 197s and ending August 15, 1979 


shall pay one-half the feces otherwise payable pursuant to Section 15(b)(8) for the fiscal year 
1979. 


3. Checks should be made payable to the “Securities and Exchange Commission” and 


mailed to the Office of the Comptroller, Securities and Exchange Commission, Washington, 
D.C. 20549. 


4..1f the space provided for any answer is insufficient, the complete answer should be 


prepared on a separate sheet which shoule. be attached to the form and identified as 
“Answer to item.” 


5. Failure co include or file infurmazion required to be reperted or the making of any false 
statements may result in the institution of administraiive or civil proceedings. Morcover, 
intentional misstatements or omissions of material facts constitute federal criminal 
violations punishable by up to five years imprisonment and fines up to $10,000 for each 
offense. (See 18 U.S.C. 100), and Section 32(a) of “he Act.) 


6. Willful nonpayment of fees prescribed Sy the Commission pursuant to its authority 
under Section 15(b){3) may rest’: in the ‘:stit tion of disciplinary proceedings under 
Sections 15(b)(4} and *S{5){F°- sb Ace 


aie 


(Continued next page) 
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7. Each SECO broker-dealer subjec to Rule 15b3-2 is to report gross income from over- 
the-counter transactions in corporat. state, municioal and other securities for the preceding 
calendar year. Please refer to Table A or your firm's FOCUS REPORT (4th Quarter) for 
197% for assistance in computing such gross income. Gross income includes pcofits, 
commissions, surcharycs, concessions, fees, a''owa ices, discounts and reimbursements for 
expenses before the deduction of ar. expenses ot ver than any commissions, concessions or 
other allowances paid te another member in connection with the execution or clearance of 
any transactions. Gross income does not include interest and dividends, transaction fees, 
commissions derived from transac*'ons executed on a national securities exchange or a 
forcign securities exchange and fees received solely for investment advisory services. Also 
excluded are profits and losses derived from (1) transactions in which both the purchase and 
sale are executed outside the ter ‘orial limits of the United States, (2) transactions in 
exempted securitics as defined * | Section 3(aj(12) of the Act, (3) transactions in 
commercial bank time certificates «* depos‘t anc commercial paper, which is defined to 
include drafts, bills of exchange, ar! bankers acc~orances having maturities at the time of 
issuance of not exceeding ore year, and (4) traasactions in securities which are clearly 
identified by the firm to be held specifically for investment purposes as desceibed in 
Section 1236 of the Internal Feve> Cade. 


STATUTORY AUTHORITY FOR PROPOSALS: On February 5, 1979, OCC filed with the Commission, 


pursuant to Section 19(b) (1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s) (b) (1) (the 


The Securities and Exchange Commission hereby 
proposes Form SECO-4-79 and the amendment to 
Securities Exchange Act Rule 15b9-2 pursuant to its 
authority, under the Securities Exchange Act of 1934, 
particularly Sections 15(b) (7), 15(b) (8) and 23(a) 
thereof. 


“Act’’) and Rule 19b-4 thereunder, copies of a pro- 
posed rule change revising the formula used to deter- 
mine members’ clearing fund contributions. Current- 
ly, that calculation is based on a $10,000 minimum 
contribution plus a variable contribution which is a 
member's proportionate share of a fund which is 


based on the average daily value of all option con- 
tracts maintained in short positions at OCC. Under its 
proposal, OCC would eliminate the $10,000 minimum 
contribution. The variable contribution, which would 
be renamed the required contribution, would be re- 
tained but could not be less than $10,000. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Secu- 
rities Exchange Act Release No. 34-15558, February 
9, 1979) and by publication in the Federal Register (44 
FR 10165, February 16, 1979). No written comments 
were received by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16081/August 3, 1979 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to clear- 
ing agencies, and in particular, the requirements of 
Section 17A and the rules and regulations there- 
under. 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 


(SR-OCC-79-2) 
IT IS THEREFORE ORDERED, pursuant to Section 
19(b) (2) of the Act, that the proposed rule change 
ORDER APPROVING PROPOSED RULE CHANGE referenced above be, and it hereby is, approved. 
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For the Commission, by the Division of Market Reg- 
ulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16082/ August 3, 1979 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC CLEARING CORPORATION 


(File No. SR-PCC-79-1) 


Pacific Clearing Corporation, Inc. (PCC), submitted 
on July 9, 1979, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act, estab- 
lishing a new participant’s agreement which PCC 
proposes to require all members to sign. 


Publication of the submission is expected to be made 
in the Federal Register during the week of August 6, 
1979. Interested persons are invited to submit written 
data, views and arguments concerning the submis- 
sion within twenty-one days from the date of publica- 
tion in the Federal Register. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-PCC-79-1. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, 
N.W. Washington, D.C. Copies of the filing will also 
be available at the principal office of the above-men- 
tioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


10/SEC DOCKET 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16083/August 3, 1979 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY THE BOSTON STOCK 
EXCHANGE, INC. 


File No. SR-BSE-79-1 


The Boston Stock Exchange, Inc. (“BSE”), sub- 
mitted on April 30, 1979, a proposed rule change 
under Rule 19b-4 to (1) install a ‘‘value charge’’ sys- 
tem for all non-specialist transactions executed on 
the BSE and (2) terminate the present BSE assess- 
ment that is imposed on net commissions earned by 
member firms on non-specialist executions.' Ex- 
change charges on specialists’ transactons will not be 
affected by this proposal.2 A separate assessment 





The practice of imposing on exchange members a 
charge measured by the members’ net commissions 
on floor transactions was noticed by the Commis- 
sion, pursuant to its responsibilities under Section 
31(b) of the Securities Acts Amendments of 1975 (89 
Stat. 97, 170), as one which may not be consistent 
with Section 6(b) (4) of the Act, in that such practice 
may not provide for an equitable allocation of reason- 
able charges among an exchange’s members, issuers, 
and other persons using an exchange’s facilities. For 
example, an exchange member trading solely for his 
own account (/.e., operating on a principal basis) 
would pay no charge as he would incur no commis- 
sions on which to base a charge; whereas members 
functioning as brokers (/.e., operating on an agency 
basis) would carry the major burden for the charge. 


2in considering whether the current proposal pro- 
vides the ‘‘’Equitable allocation of reasonable 
charges” pursuant to Section 6(b) (4) of the Act, the 
BSE notes that its non-specialist floor members act 
as conduits for the transmission of orders from BSE 
member organizations, and for this service they re- 
ceive floor brokerage, whereas specialists are re- 
quired to make a market in those securities to 
execute the orders presented to them. 





schedule imposed by the BSE upon floor brokerage 
charges likewise will not be affected. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b) (3) (A) of the Securities Ex- 
change Act of 1934 (the ‘‘Act’’). At any time within 
sixty days of the filing of such proposed rule change, 
the Commission was authorized summarily to abro- 
gate such rule change if it appeared to the Commis- 
sion that such action was necessary or appropriate in 
the public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the Secu- 
rities Exchange Act of 1934. Upon consideration of 
the BSE’s rule filing and a supplemental statement 
concerning its basis and purpose,* the Commission 
has determined not to abrogate the rule change. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 30, 
1979. Interested persons are invited to submit written 
data, views and arguments concerning the submis- 
sions within 21 days from the date of publication in 
the Federal Register. Persons desiring to make writ- 
ten comments should file six copies thereof with the 
Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-BSE-79-1. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the pro- 
posed rule change which are filed with the Commis- 
sion, and of all written communications relating to 
the proposed rule change between the Commission 
and any person, other than those which may be with- 
held from the public in accordance with the provi- 
sions of 5 U.S.C. 8552, will be available for inspection 
and copying at the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 





30n the BSE there are two types of floor brokerage: 
(a) fees charged by non-specialist floor members 
upon the execution of orders they have brought to 
the floor and (b) fees charged by specialists upon 
execution of orders from their books. Both types of 
floor brokerage are subject to the BSE’s 1-%% 
assessment on floor brokerage. 


4The BSE, by letter dated May 16, 1979, filed a state- 
ment which further elaborated upon the differences 
in exchange charges upon specialists, floor brokers, 
and alternate market makers. 


For the Commission, by the Division of Market Regu- 
lation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16084/ August 3, 1979 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION (File 
No. SR-OCC-79-4) 


Options Clearing Corporation, Inc. submitted on July 
9, 1979, a proposed rule change, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934, es- 
tablishing procedures to follow when it determines 
that an imminent or pending tender offer, exchange 
offer, or suspension of trading in an underlying secu- 
rity threatens to reduce the available supply of the 
underlying security to a level insufficient to permit the 
performance of the obligations under opitons con- 
tracts written on the underlying security. 


Publication of the submission is expected to be made 
in the Federal Register during the week of August 6, 
1979. Interested persons are invited to submit written 
data, views and arguments concerning the submis- 
sion within twenty-one days from the date of publica- 
tion in the Federa/ Register. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-OCC-79-4. 


Copies of the submission, with accompanying exhib- 
its, and of all written comments will be available for 
public inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the above-men- 
tioned self-regulatory organization. 
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For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16085/ August 3, 1979 


The Commission today sent the following letter to 
Jack Nelson, President of the National Securities 
Clearing Corporation (‘“‘NSCC”’), concerning NSCC’s 
pricing policy on processing listed transactions in 
NSCC’s branch offices: 


Mr. Jack P. Nelson 

President 

National Securities Clearing 
Corporation 

55 Water Street 

New York, New York 10041 


Dear Mr. Nelson: 


This is in response to the letter dated March 26, 1979 
from Robert J. Woldow, Vice President and General 
Counsel of National Securities Clearing Corporation 
(“NSCC"’), informing the Commission that NSCC is 
planning to begin installing the processing of trans- 
actions in securities listed on national securities ex- 
changes (“‘listed processing”) in its branch offices. In 
his letter, Mr. Woldow indicates that, rather than 
developing two fee schedules, one for listed process- 
ing and one for the processing of transactions in 
securities traded in the over-the-counter market 
(“OTC processing’’), NSCC would prefer to impose a 
surcharge for listed processing in its branch offices. 
Although not stated in his letter, the purpose of the 
surcharge would be to create non-geographically 
mutualized prices until the Comission can respond to 
the remand in the Bradford litigation. 





1 Bradford National Clearing Corporation v. Securities 
and Exchange Commission, 590 F.2d 1085 (D.C. Cir. 
1978). 
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Mr. Woldow also indicates that before imposing the 
surcharge NSCC would like the Commission to con- 
firm NSCC’'s understanding of which cost compo- 
nents should be included in that surcharge. Mr. 
Woldow continues that NSCC believes the ‘‘sur- 
charge should consist of the transportation costs [it] 
incur[s] for both the physical handling of securities in 
the branches (i.e., courier costs) and for the trans- 
mission of data to and from the branch offices (i.e., 
line costs).’’ Finally, Mr. Woldow asks that the com- 
mission agree with NSCC that the surcharge need 
not be filed as a proposed rule change pursuant to 
Rule 19b-4 under the Securities Exchange Act of 
1934. 


In addition to Mr. Woldow’s letter, in a telephone 
conversation with the Division of Market Regulation, 
you requested that the Commission not require 
NSCC to impose a surcharge on envelope settlement 
system deliveries between its New York City and its 
Jersey City offices. 


The Commission believes that NSCC’s proposal for 
computing its surcharge should be modified some- 
what. The cost of a line connecting a branch office to 
NSCC’s processing center in New York City and the 
cost of transporting securities outside of New York 
City are only a portion of the costs of operating a 
branch office. In addition, there are other costs gen- 
erated directly at the branch offices, such as rent, 
salaries and other overhead items, or, where NSCC 
branch offices are not operated directly by NSCC, 
but rather by a local bank or other financial institu- 
tion, contractual fees. The Commission believes that 
an aliquot portion of these other costs generated at a 
branch office, not just line and courier costs, should 
be used in computing NSCC’s surcharges. 


The Commission also considered whether any addi- 
tional costs or savings experienced in NSCC’s New 
York City facility as a result of installing listed proc- 
essing in the branches should be included in its sur- 
charge. The Commission has concluded that NSCC 
need not do so. The surcharge is a temporary meas- 
ure that will remain in effect only until the Commis- 
sion determines its response to the Bradford remand. 
Once that determination is made, NSCC will have to 
submit a new fee schedule either including or exclud- 
ing geographically mutualized prices. The Commis- 
sion believes that to require or permit NSCC, in com- 
puting the surcharge, to factor in changes in its New 
York City costs is likely to involve unnecessary and 
time consuming cost accounting which would require 





verification by NSCC’s independent public account- 
ants and would delay unnecessarily the installation of 
listed processing in NSCC’s branch offices. At the 
same time, the Commission recognizes that the pro- 
posed formula may not produce a perfect non-geo- 
graphically mutualized price. On balance, however, 
the Commission believes that this formula is an ap- 
propriate compromise that will permit NSCC to install 
listed processing in its branch offices quickly and that 
will produce reasonably accurate non-geographically 
mutualized prices. 


The Commission also believes that NSCC should 
compute separate surcharges for each branch office 
rather than a uniform surcharge for its branch office 
as a whole. A surcharge based on NSCC’s entire 
branch office system would have the effect of geo- 
graphically mutualizing prices among NSCC’s branch 
offices and would be inappropriate during the con- 
sideration by the Commission of the Bradford 
remand. 


Requiring NSCC to base its surcharge on an aliquot 
portion of the costs generated at a branch office, 
rather than only line and courier costs, will entail 
modifying the manner in which NSCC charges for 
physical and envelope deliveries services outside New 
York City. In the order approving NSCC’s fee sched- 
ule (Securities Exchange Act Release No. 15222, 
October 6, 1978), the Commission required NSCC to 
charge the actual cost of transportation for physical 
and envelope services outside of New York City. The 
Commission believes that adding other costs gen- 
erated at a branch office to the surcharge would be 
appropriate at this time in order to assure that the 
surcharge for physical and envelope delivery services 
outside of New York City and the surcharge for the 
processing of listed transactions through branch of- 
fices will be computed consistently. 


With regard to NSCC’s request that its surcharge not 
be filed as a proposed rule change pursuant to Rule 
19b-4, the Commission believes filing is appropriate. 
Section 19(b) of the Securities Exchange Act of 1934, 
and Commission Rule 19b-4 thereunder, clearly pro- 
vide that “dues, fees and other charges” are con- 
sidered proposed rule changes and must be filed with 
the Commission. At the same time, Section 19(b) (3) 
(A) of the Securities Exchange Act provides that 
dues, fees and other charges can be effective on fil- 
ing subject to the authority of the Commission to 
abrogate them summarily within 60 days of their 
filing. Accordingly, filing the surcharge under Section 
19(b) (3) (A) will satisfy the requirements of the Se- 
curities Exchange Act but will not delay the installa- 
tion of listed processing in NSCC’s branch offices. At 


the same time, since rule submissions are published 
in the Federal Register, filing will provide an opportu- 
nity for public comment. 


Finally, in a telephone conversation with the Division 
of Market Regulation, you gave three reasons why 
NSCC believes it should not be required to impose a 
surcharge on envelopes shipped between its New 
York City office and its Jersey City office. First, you 
asserted that, since no other clearing agencies offer 
envelope settlement services in Jersey City, there will 
be no anticompetitive impact if NSCC does not im- 
pose a surcharge. Second, you felt that Jersey City 
should be considered as part of the New York City 
metropolitan area and not as a separate branch office 
and that broker-dealers located in Jersey City are part 
of the New York City investment community rather 
than regional broker-dealers. Third, you indicated 
that due to the low cost of delivering envelopes 
between New York City and Jersey City the expense 
required to develop and collect a surcharge may be 
greater than the income the surcharge will produce. 


The Commission will not require NSCC to impose a 
surcharge on envelopes delivered between its New 
York City and its Jersey City offices at this time. The 
Commission believes that the rationale underlying the 
surcharge —that is, the restriction of geographically 
mutualized prices outside New York City during the 
consideration by the Commission of the Bradford 
remand—would not, under the circumstances, be 
materially undercut by permitting a mutualized price 
for envelope deliveries between NSCC’s Jersey City 
and New York City participants. 


Sincerely, 


Harold Williams 
Chairman 


By the Commission. 


George A. Fitzsimmons 
Secretary 


August 3, 1979 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16086/August 7, 1979 


NOTICE OF FILING OF PROPOSED RULE 
CHANGES BY THE MUNICIPAL SECURITIES RULE- 
MAKING BOARD 


File No. SR-MSRB-79-8 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on July 17, 1979, proposed rule 
changes under Rule 19b-4 (17 CFR 240.19b-4) to 
amend MSRB rule G-3 to designate the MSRB Princi- 
pal Qualification Examination as satisfying the 
MSRB’s examination requirements for qualification as 
a municipal securities principal. In addition, the pro- 
posed rule changes would exempt certain persons 
from these examination requirements. 


Publication of the submission is expected to be made 
in the Federal Register during the week of August 13, 
1979. In order to assist the Commission to determine 
whether to approve the proposed rule changes or to 
institute proceedings to determine whether the pro- 


posed rule changes should be disapproved, interested 
persons are invited to submit written data, views, and 
arguments concerning the submission within 21 days 
from the date of publication in the Federal Register. 
Persons desiring to make written comments should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Ref- 
erence should be made to File No. SR-MSRB-79-8. 


Copies of the submission and all subsequent amend- 
ments, and copies of all written statements with 
respect to the proposed rule changes which are filed 
with the Commission and all written communications 
relating to the proposed rule changes between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of Section 552 of title 5, United States 
Code, will be available for inspection and copying at 
the Securities and Exchange Commission's Public 
Reference Room, Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing and of any 
subsequent amendments will also be available at the 
principal office of the above-mentioned self-regula- 
tory organization. 
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For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16087/August 7, 1979 


A notice has been issued giving interested persons 
until September 7 to comment on the application re- 
questing withdrawal of the common stock (par value 
$.125) of TERADYNE, INC. from listing and registra- 
tion on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16088/ August 8, 1979 


An order has been issued granting the application re- 
questing withdrawal of the common stock ($.01 par 
value) of DOCUMENTATION INCORPORATED from 
listing and registration on the American Stock Ex- 
change, Inc. 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21172/ August 3, 1979 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 





(70-6234) 


ORDER AUTHORIZING SALE OF TRANSMISSION 
LINE BY SUBSIDIARY TO AN UNAFFILIATED 
ELECTRIC UTILITY 


Pennsylvania Electric Company (‘‘Penelec’’), an elec- 
tric utility subsidiary of General Public Utilities Corpo- 
ration (‘‘GPU”), a registered holding company, has 
filed with this Commission a declaration and an 
amendment thereto pursuant to Section 12(a) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
and Rule 44 promulgated thereunder concerning the 
following proposed transactions. 


Penelac is the owner of a 15 kv single circuit electric 
transmission line of approximately 15 miles in length 
connecting Penelac’s Lenox substation in Susque- 
hanna County, Pennsylvania with the Peckville sub- 
station owned by Pennsylvania Power and Light 
Company (‘‘PP&L”), an electric utility not affiliated 
with Penelac or GPU, located in Lackawanna County, 
Pennsylvania (The ‘L/P Line’’). 


Penelac is the owner of a 230 kv single circuit electric 


transmission line of approximately 55 miles in length 
connecting Penelac’s East Towanda Substation in 
Bradford County, Pennsylvania with PP&L’s Peckville 


Substation in Lackawanna County, Pennsylvania. 
Approximately 2.3 miles of the East Towanda-Peck- 
ville Line connects the PP&L Peckville Substation 
with the Southern leg of the loop of the East 
Towanda-Peckville Line into the Lackawanna Switch- 
ing Station (the ‘‘Lackawanna Line’’). 


The L/P Line is no longer useful to Penelac as a re- 
sult of the development by Penelac of the parallel 230 
kv system represented by the East Towanda-Peckville 
Line. The Lackawanna Line is no longer useful to 
Penelac as a result of the construction of the Lacka- 
wanna Switching Station. 


Therefore Penelac proposes to sell to PP&L the fol- 
lowing property: 


(1) The facilities and equipment constituting 
the L/P Line, certain of Penelac’s property 
presently located in PP&L’s Peckville substa- 
tion and the appurtenant right of way. 


(2) The facilities and equipment constituting 
the Lackawanna Line and the appurtenant 
right of way. 


The purchase price of the property and the equip- 
ment will be the original book cost, less depreciation, 
computed at the closing date. The estimated price as 
of June 30, 1978, would be $353, 561.31. 


The fees and expenses to be incurred in connection 
with the proposed transaction is approximately $17,500 
including $15,000 in attorney’s fees. The Pennsy/l- 
vania Public Utility Commission and the Federal 
Energy Regulatory Commission have authorized the 
proposed transactions. No other state commission 
and no other federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration, as 
amended, has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No. 
20831), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the appli- 
cable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that 
the declaration, as amended, be permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
declaration, as amended be, and it hereby is, per- 
mitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21173/August 3, 1979 
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In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 


(70-6322) 


ORDER AUTHORIZING ACQUISITION OF RAIL- 
RELATED ASSETS 


Ohio Power Company (‘‘Ohio Power’’), an electric 
utility subsidiary of American Electric Power Com- 
pany, Inc. (“AEP’’), a registered holding company, 
has filed with this Commission an application pursu- 
ant to Sections 9(a) and 10 of the Public Utility Hold- 
ing Company Act of 1935 (‘‘Act’’) concerning the fol- 
lowing proposed transaction. 


Ohio Power proposes to acquire for approximately 
$510,000 certain assets related to the repair of rail- 
road cars, consisting of rail tracks, switches, build- 
ings and other rail-related inventory, from Sewco, 
Inc. (Sewco’’) pursuant to a contract between 
Sewco and American Electric Power Service Corpo- 
ration, an affiliate of Ohio Power, acting as Ohio 
Power's agent, which contract is subject to approval 
of this Commission. Ohio Power also requests au- 
thorization to make additional expenditures for equip- 
ment and accessories related to rail car maintenance 
and repair in an amount not to exceed $375,000 
through December 31, 1979. 


It is stated that the rail-repair assets will be used to 
maintain the 1,765 railroad hopper cars which trans- 
port coal from the western United States to Ohio 
Power’s Cook Coal Terminal (‘‘Cook’’), a rail-to-river 
coal transfer facility located near Metropolis, Illinois. 
These cars are part of the AEP system operating 
companies’ fleet of 3,200 rail hopper cars which have 
been acquired through lease. The number of such 
cars used for western transport of coal to Cook is ex- 
pected to increase to 2,350 in the near future. 


Most coal-hauling railroads provided the hopper cars 
for transporting coal until recently, when shippers, 
especially utilities, were encouraged to provide their 
own rail cars. With the lease acquisition of 3,200 cars 
by members of the AEP system came the obligation 
to maintain them. Rail car maintenance may be 
divided into three types of repairs: (i) Running Re- 
pairs—those that are necessary during the course of 
a railroad trip and are generally performed by rail- 
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roads at rates specified in tariffs filed with the Inter- 
state Commerce Commission; (ii) Heavy Repairs— 
those which, because of the equipment that must be 
used, are usually made at rail maintenance shops; 
and (iii) Preventative Maintenance—those repairs 
which consist of work performed to keep the car in 
good condition by replacing parts that may soon 
wear out. 


Ohio Power proposes to do Preventative Mainte- 
nance, as well as minor Running Repairs, at Cook. 
Previously such services were provided by Sewco, a 
rail maintenance company, pursuant to a contract 
which expired December 31, 1978. Since Ohio Power 
believed it could do the work better, and at less cost, 
than Sewco, the contract was not renewed. Ohio 
Power will continue to have Heavy Repairs, as well as 
some Preventative Maintenance, done by the Rail Car 
Maintenance Company (‘’‘RMC”) at its rail car repair 
shop located near Alliance, Nebraska. Since termina- 
tion of the agreement with Sewco, most mainte- 
nance for rail cars carrying coal to Cook has been 
performed by RMC. 


In addition to doing Preventative Maintenance and 
minor Running Repairs, Ohio Power proposes to 
make at Cook periodic rail car inspections required 
once a year by regulation of the Federal Railroad 
Administration, which inspections must be made at a 
shop. 


Ohio Power states that it believes the replacement 
value of assets proposed to be acquired from Sewco 
is $560,334. The contract price is $510,000, subject to 
adjustments. In order to maintain rail cars during the 
period in which the Commission considers this appli- 
cation, the purchase agreement provides for the 
rental of the Sewco assets at Cook, at a rate of 
$8,500 per month for an initial three-month term and 
any renewal thereof, plus a monthly interest carrying 
charge on the $510,000 purchase price (reduced by 
any previous monthly payments of $8,500), with the 
$8,500 portion of all monthly rentals applied as a 
credit against the purchase price. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$2,500. No state commission and no federal commis- 
sion, other than this Commission, has jurisdiction ove 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$2,500. No state commission and no federal commis- 





sion, other than this Commission, has jurisdiction 
over the proposed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 21137), and no hear- 
ing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is 
hereby found that the applicable standards of the Act 
and the Rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of 
investors that said application be granted: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and Rules thereunder, that said ap- 
plication be, and it hereby is, granted effective forth- 
with, subject to the terms and conditions prescribed 
in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
Act of 1935 
Release No. 21174/ August 6, 1979 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC 

20 Montchanin Road 

Wilmington, Delaware 19807 

COLUMBIA GAS OF OHIO, INC. 
COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUBMIA GAS OF VIRGINIA, INC. 


COLUMBIA GAS OF PENNSYLVANIA, INC. 


COLUMBIA GAS OF NEW YORK, INC. 


COLUMBIA GAS OF MARYLAND, INC. 
99 North Front Street 
Columbus, Ohio 43215 


(70-6027) 


NOTICE OF PROPOSED EXTENSION OF PROGRAM 
TO FINANCE HOME INSULATION INSTALLATION 
BY CONSUMERS 


Notice is hereby given that Columbia Gas of Ohio, 
Inc. (‘Columbia of Ohio’’), a wholly owned subsidiary 
of The Columbia Gas System, Inc., a registered hold- 
ing company, has filed a post-effective amendment 
to an application previously filed with this Commis- 
sion pursuant to the Public Utility Holding Company 
Act of 1935 (‘Act’), designating Sections 9(a) and 10 
of the Act and Rule 40 promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the amended application, 
which is summarized below, for a complete state- 
ment of the proposed transaction. 


By order dated June 20, 1978 (HCAR No. 20595) in 
this matter the Commission authorized Columbia of 
Ohio to make loans to its home heating customers 
pursuant to a program to finance the installation of 
home insulation by its home heating customers 
(“Columbia of Ohio Program”’) for the year 1978 and 
reserved jurisdiction over loans to be made under the 
Columbia of Ohio Program in the years 1979 and 
1980. Jurisdiction was also reserved with respect to 
similar programs to be initiated by the applicants 
other than Columbia of Ohio pending completion of 
the record with respect to those transactions. 


Columbia of Ohio has now filed a post-effective 
amendment to its applicaiton proposing to make 
loans pursuant to the Columbia of Ohio Program of 
up to $200,000 for each of the years 1979 and 1980. 


It is stated that no special or separate fees, commis- 
sions or expenses will be incurred in connection with 
the proposed transaction. It is further stated that no 
federal or state commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 30, 1979, 
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request in writing that a hearing be held on such 
matter, stating the nature of his interest, the 
reasons for such request, and the issues of fact or 
law raised by the filing which he desires to contro- 
vert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At 
any time after said date, the application, as 
amended or as it may be further amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21175/ August 6, 1979 


In the Matter of 


CENTRAL POWER AND LIGHT COMPANY 
P.O. Box 2121 
Corpus Christi, Texas 78403 


(70-6333) 


NOTICE OF PROPOSED ACQUISITION OF COAL 
RAIL CARS 
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NOTICE IS HEREBY GIVEN that Central Power and 
Light Company (‘‘CPL”’), an electric utility subsidiary 
of Central and South West Corporation, a registered 
holding company, has filed with this Commission an 
application pursuant to the Public Utility Holding 
Company Act of 1935 (“Act’’), designating Sections 
9(a) and 10 of the Act as applicable to the proposed 
transaction. All interested persons are referred to the 
application, which is summarized below, for a com- 
plete statement of the proposed transaction. 


CPL seeks authorization to acquire 347 coal rail cars 
pursuant to a September 18, 1978, contract with 
FMC Corporation. The rail cars will be used for trans- 
porting coal from Colorado to Unit No. 1 of CPL’s 
Coleto Creek Station in Goliad County, Texas. The 
unit, planned for operation in early 1980, is to be sup- 
plied under a 25-year coal purchase contract, with 
deliveries of approximately 1,280,000 tons per year. 


The 347 cars will be used in three unit trains, the first 
of which, consisting of 120 cars, is scheduled for de- 
livery in September and October of 1979 and will 
have a 15-car reserve for maintenance and repair. The 
other two unit trains, consisting of 227 cars, are 
scheduled for delivery in February and March of 1980 
and will have a combined 17-car reserve for mainte- 
nance and repair. CPL intends that all of the rail cars 
will be used exclusively by it. It is stated that the 347 
cars are presently estimated to be sufficient to trans- 
port the coal requirements of Unit No. 1 of the Coleto 
Creek Station. 


The total estimated cost for the 347 cars is 
$15,773,000 (subject to adjustment). CPL intends to 
include the full amount of such costs in its rate base, 
subject to approval by applicable regulatory authori- 
ties. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$2,500, including legal fees of $300. It is stated that 
no state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 31, 1979 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the 
reasons for such request, and the issues of fact or 
law raised by the filing which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. 





Any such request should be addressed: Secretary, 
Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney atlaw, 
by certificate) should be filed with the request. At 
any time after said date, the application, as 
amended or as it may be further amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21176/ August 6, 1979 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


(70-6325) 


NOTICE OF PROPOSED ACQUISITION OF COAL 
RAIL CARS 


NOTICE IS HEREBY GIVEN that Public Service Com- 
pany of Oklahoma (“PSO”), an electric utility sub- 
sidiary of Central and South West Corporation, a reg- 
istered holding company, has filed with this Commis- 


sion an application and an amendment thereto pursu- 
ant to the Public Utility Holding Company Act of 1935 
(“Act’’), designating Sections 9(a) and 10 of the Act 
as applicable to the proposed transaction. All inter- 
ested persons are referred to the amended applica- 
tion, which is summarized below, for a compiete 
statement of the proposed transaction. 


PSO seeks authorization to acquire 726 coal rail cars 
pursuant to a September 30, 1976, contract with 
FMC Corporation. The rail cars will be used for trans- 
porting coal from Wyoming to Unit Nos. 3 and 4 of 
PSO’s Northeastern Station in Rogers County, Okla- 
homa. The units, planned for operation in August 
1979 and June 1980, respectively, are to be supplied 
under a 16-year coal purchase contract, with deliver- 
ies of approximately 1,500,000 tons per unit per year. 


The 726 cars will be used in six unit trains, the first of 
which, consisting of 133 cars, was delivered in March 
1979. Deliveries of unit trains of 132 and 124 cars 
were made in July 1979, and deliveries of the remain- 
ing unit trains of 120, 110 and 107 cars are scheduled 
to be made in August 1979 through March 1980. PSO 
intends that all of the rail cars will be used exclusively 
by it. It is stated that the 726 cars are presently esti- 
mated to be sufficient to transport the coal require- 
ments of Unit Nos. 3 and 4 of the Northeastern 
Station. 


The total estimated cost of the 726 cars is 
$27,162,680 (subject to adjustment). PSO intends to 
include the full amouni of such costs in its rate base, 
subject to approval by applicable regulatory authori- 
ties. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $2,500, 
including legal fees of $300. It is stated that no state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 31, 1979 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the 
reasons for such request, and the issues of fact or 
law raised by the filing which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
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should be served personally or by mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At 
any time after said date, the application, as 
amended or as it may be further amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21177/ August 7, 1979 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
Four Gateway Center 
Pittsburgh, Pennsylvania 15222 


(70-6336) 


NOTICE OF PROPOSAL BY HOLDING COMPANY 
TO ACT AS SURETY ON BOND OF PUBLIC UTIL- 
ITY SUBSIDIARY COMPANY 


NOTICE is hereby given that Consolidated Natural 
Gas Company (‘’Consolidated’’), a registered holding 
company, has filed a declaration with this Commis- 
sion pursuant to the Public Utility Holding Company 
Act of 1935 (‘’Act’’), designating Section 12(b) of the 
Act and Rule 45 promulgated thereunder as appli- 
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cable to the proposed transaction. All interested per- 
sons are referred to the declaration, which is sum- 
marized below, for a complete statement of the pro- 
posed transaction. 


On April 23, 1979, Hope Natural Gas Company, a 
division of Consolidated’s wholly-owned public utility 
subisidiary company, Consolidated Gas Supply Cor- 
poration (‘Supply Corporation’), filed revisions in its 
rate schedules with the Public Service Commission of 
West Virginia providing for increased rates and 
charges approximating $7,000,000 per year for fur- 
nishing natural gas service in the state of West Vir- 
ginia. By action of the state commission, the effec- 
tiveness of the new rates was suspended until Octo- 
ber 28, 1979. The new rates may become effective on 
such date upon the filing by Supply Corporation of a 
bond, with satisfactory surety, in the amount of 
$7,000,000 for the payment of any customer refunds 
which the state commission may order. The state 
commission has indicated that Consolidated may act 
as surety on such bond. Consolidated proposes, 
without fee or other consideration, to act as surety 
on the bond of Supply Corporation to save the cost 
of securing an outside corporate surety. 


The fees and expenses incurred by Supply Corpora- 
tion in connection with the proposed transaction are 


estimated at $2,500, including charges of $500 for the 
services, at cost, of Consolidated Natural Gas Service 
Company, Inc., Consolidated’s wholly-owned service 
company. The declaration states that no state com- 
mission and no federal commission, other than this 


Commission, 
transaction. 


has jurisdiction over the proposed 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 6, 1979 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the 
reasons for such request, and the issues of fact or 
law raised by the filing which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At 
any time after said date, the application, as 
amended or as it may be further amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 





as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21178/ August 8, 1979 


In the Matter of 


CEDAR COAL COMPANY 
SOUTHERN APPALACHIAN COAL COMPANY 


CENTRAL APPALACHIAN COAL COMPANY 
Charleston, West Virginia 


CENTRAL OHIO COAL COMPANY 
Canton, Ohio 


SOUTHERN OHIO COAL COMPANY 
Moundsville, West Virginia 


Estimated 
Equipment 
Cost 


$12,640 
5,303 
2,465 
6,555 
4,711 
14,728 
1,150 
20,207 
14,873 
$82,632 


(70-6152) (70-6090) 
(70-6157) 


ORDER AUTHORIZING MINING EQUIPMENT 
LEASES BY COAL MINING SUBSIDIARIES 


Cedar Coal Company (‘‘Cedar’’), Central Appalachian 
Coal Company (“CACO”) and Southern Appalachian 
Coal Company (“SACO”), coal mining subsidiaries of 
Appalachian Power Company (‘Appalachian’), and 
Central Ohio Coal Company (“COCO”) and Southern 
Ohio Coal Company (‘‘SOCO”’), coal mining subsidi- 
aries of Ohio Power Company, which, like Appala- 
chian, is an electric utility subsidiary of American 
Electric Power Company, Inc., a registered holding 
company, have filed with this Commission a post- 
effective amendment to their application in File No. 
70-6152 previously filed and amended pursuant to 
Sections 9 and 10 of the Public Utility Holding Com- 
pany Act of 1935 (‘‘Act’’) concerning the following 
proposed transactions. 


By order dated August 30, 1978 (HCAR No. 20687), 
applicants (excluding CACO) were authorized to 
enter into leasing arrangements with Manufacturers 
Hanover Trust Company (‘“MHT’’) under separate 
Master Lease Agreements (the ‘‘MHT Leases’) pur- 
suant to which MHT agreed to lease to applicants 
coal mining equipment with a total cost to MHT not 
exceeding $60,000,000. Pursuant to the same order 
applicants (including CACO) were authorized to enter 
into leasing arrangements with BLC Corporation 
(“BLC’’) under separate Master Lease Agreements 
(the ““‘BLC Leases’’) pursuant to which BLC agreed to 
lease to applicants coal mining equipment with an 
aggregate amortized value not exceeding $25,000,000. 


In the original application it was stated that applicants 
anticipated leasing coal mining equipment under the 
MHT and BLC Leases, having a total estimated cost 
as set forth below, during the years indicated: 


Contingency 
Allowance Total 
(dollars in thousands) 
$ 362 $13,002 
5,455 
2,536 





6,743 
4,847 
15,149 
1,183 
20,786 
15,299 
$85,000 
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The foregoing schedule has not been met because of 
changes in mining plans and other delays. The total 
cost of equipment leased during 1978 and 1979 
(through May 31) was approximately as follows: 
1979 
(through May 31) 
(in thousands) 


Company 1978 Total 





S$ 3,994 
15 

150 
3,536 
9,528 
$17,223 


Cedar $1,184 
CACO — 
Go. 3,425 
SACO —_-« 2,100 
SOCO 39 
$6,468 


$ 5,178 
15 
3,275 

5 ,636 
9,587 
$23,691 


Of the equipment leased through May 31, 1979, 
approximately $23,414,000 was leased under the 
MHT Leases and $277,000 under the BLC Leases. 
MHT’s lease commitment under the MHT Leases ex- 
pired June 1, 1979. BLC’s lease commitment under 
the BLC Leases remains in effect until modified or 
terminated by the parties. 


By post-effective amendment applicants (excluding 
CACO) requst authorization for leasing arrangements 
they have concluded with the Commonwealth Plan, 
Inc. (“Commonwealth”), a subsidiary of Bankers 
Leasing Corporation and an affiliate of BLC, under 
separate Master Leasing Agreements (‘‘Common- 
wealth Leases’’) pursuant to which Commonwealth is 
committed to lease to applicants (excluding CACO), 
on or before March 31, 1980, certain mining equip- 
ment having a total aggregate acquisition cost not to 
exceed $20,000,000. Applicants (excluding CACO) 
entered into the Commonwealth Leases May 4, 1979, 
and by separate letter agreement of the same date 
said leases are not to become effective unless and 
until approved by the Commission. With the Com- 
monwealth Leases ($20,000,000), the leases entered 
into through May 31, 1979 ($23,691,000), and the re- 
maining commitment under the BLC Leases 
($24,723,000), applicants will have lease financing 
arranged for $68,414,000 of equipment of the 
$85,000,000 of equipment for which authorization 
was initially given. Lease arrangements for the re- 
maining $16,586,000 balance of equipment will be the 
subject of future application to this Commission. 


The Commonwealth Leases provide for the lease on 
or before March 31, 1980, to applicants of various 
types of mining equipment, having an aggregate 
acquisition cost, as defined, not to exceed 
$20,000,000 (of which no more than $2,000,000 may 
be for equipment to be amortized over 40 quarters). 
Rents are payable quarterly and provide for the full 
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amortization of the acquisition cost of each unit of 
equipment over a period of either 12, 20, 28 or 40 
quarters. The quarterly rental payments per $1,000 of 
acquisition cost are $97.369 over a 12-quarter term, 
$64.026 over a 20-quarter term, $49.962 over a 
28-quarter term and $39.702 over a 40-quarter term. 
Such quarterly payments contain an implicit interest 
rate to the lessor (assuming no residuals) of 9.92% 
per annum (on a 360-day year basis). When the cost 
of an item is fully amortized the quarterly rental pay- 
ment becomes an amount equal to 0.125% of its 
acquisition cost. The Commonwealth Leases provide 
for the term lease of each unit of equipment for a 
period from delivery until one year from the first day 
of the first full calendar quarter that the unit is under 
lease, with automatic quarterly extensions until the 
lessee elects to terminate. Provision is also made for 
the sale of equipment that becomes obsolete or is no 
longer useful, and for the termination by Common- 
wealth of any such lease if the coal supply agreement 
between the lessee and its immediate parent is 
terminated or modified in a way that in Common- 
wealth’s judgment adversely and materially affects 
the lessee’s ability to perform its obligation under 
such Commonwealth Lease. Investment tax credits 
will be for the account of the lessees. The Common- 
wealth Leases are net leases, with all expenses 
directly related to the transaction borne by the lessee. 
Commonwealth (and its assignee) will be indemnified 
by the lessees against certain liabilities and risks of 
loss. 


It is stated that Commonwealth intends to finance the 
equipment by borrowing from The First National 
Bank of Boston, to whom Commonwealth may grant 
chattel mortgages and may assign rents due under 
the Commonwealth Leases. 


Cedar, CACO and SACO were made subject to cer- 
tain Rule 24 reporting requirements concerning their 
coal operations by prior order issued in this proceed- 
ing (HCAR No. 20687, August 30, 1978). COCO was 
made subject to similar requirements by order issued 
in File No. 70-6157 (HCAR No. 20660, August 7, 
1978), as was SOCO by order issued in File No. 
70-6090 (HCAR No. 20515, April 24, 1978). The prior 
reporting requirements for all said companies con- 
cerning their coal operations in the orders referred to 
above shall be terminated and replaced by the Rule 
24 requirements ordered herein in File No. 70-6152. 


There are no additional fees and expenses to be 
incurred in connection with the proposed transaction. 
No state commission and no federal commission, 





other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said post-effective amend- 
ment to the application has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21144), and no hearing has been request- 
ed of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the 
applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and con- 
sumers that said application, as amended by said 
post-effective amendment, be granted: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application, as amended by said post-effective 
amendment in File No. 70-6152, be, and it hereby is, 
granted effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, except that (1) applicants shall file Rule 24 
certificates in File No. 70-6152 at the end of each 
calendar quarter setting forth concerning their activi- 
ties during such quarter the following: (a) corporate 
balance sheets and income statements, including 
computations of cost of capital for the quarter on in- 
vestments made by Appalachian in Cedar, CACO and 
SACO, and by Ohio Power Company in COCO and 
SOCO; (b) a description of mine operations and im- 
provements made during the quarter; (c) the quan- 
tities of coal sold to each buyer, the price of such 
coal and the computation of the cost of coal sold; (d) 
supporting schedules of operating expenses incurred 
during the quarter; and (f) a supporting schedule of 
mining plant in service, and (2) applicants shall in- 
clude with the certificates reporting for the last 
quarter of the calendar year a description of the con- 
struction expenditures budgeted for the following 
calendar year. 


IT {S FURTHER ORDERED that the Rule 24 reporting 
requirements concerning their coal operations for 
COCO in File No. 70-6157 and for SOCO in File No. 
6090 be, and they hereby are, terminated. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21179/ August 8, 1979 


In the Matter of 


EASTERN EDISON COMPANY 
36 Main Street 
Brockton, Massachusetts 02403 


MONTAUP ELECTRIC COMPANY 
P.O. Box 391 
Fall River, Massachusetts 02722 


NOTICE OF PROPOSED INCREASES IN SHORT- 
TERM BORROWING AUTHORIZATIONS 


NOTICE IS HEREBY GIVEN that Eastern Edison 
Company (‘‘Eastern’’) and Montaup Electric Com- 
pany (‘Montaup”’), both electric utility subsidiaries of 
Eastern Utilities Associates (‘‘EUA’’), a registered 
holding company, have filed with this Commission 
post-effective amendments to the declaration pre- 
viously filed and amended in this matter pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act’’), designating Sections 6(a) (1), 7 and 12(c) of 
the Act and Rules 42(b) (2) and 50(a) (2) promulgated 
thereunder as applicable to the proposed transac- 
tions. All interested persons are referred to the 
declaration, as amended by said post-effective 
amendments, which is summarized below, for a 
complete statement of the proposed transactions. 


By order dated February 23, 1979 (in File No. 54-257, 
Adm. Proc. File No. 3-5309, HCAR No. 20931), Fall 
River Electric Light Company (‘‘Fall River’) was au- 
thorized to merge into Brockton Edison Company 
(both said entities formerly being electric utility sub- 
sidiaries of EUA). Effective August 1, 1979, the cor- 
porate name of the merged entity was changed to 
Eastern Edison Company. By order in this proceeding 
dated December 28, 1978 (HCAR No. 20853), Fall 
River and Montaup were authorized to incur short- 
term borrowings for the period ending December 24, 
1979, in maximum amounts to be outstanding at any 
one time of $5,800,000 and $26,700,000 respectively. 
With the merger and name change, Fall River’s short- 
term borrowing authorization became that of Eastern. 


By post-effective amendments Eastern and Montaup 
seek authorization to increase their short-term bor- 
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rowing limits for the period ending December 24, 
1979, to $10,500,000 and $47,900,000, respectively. 
The borrowings are to be from designated banks and 
are to be evidenced by promissory notes dated the 
respective dates of issue and maturing October 1, 
1979 (for all notes issued on or after July 2, 1979, and 
prior to October 1, 1979), and December 24, 1979 (for 
all notes issued on or after October 1, 1979, and prior 
to December 24, 1979). With respect to notes issued 
to banks requiring compensating balances of 20%, 
such notes will bear interest at a rate not in excess of 
the prime or base rate in effect on the date of is- 
suance or from time to time. With respect to notes 
issued to banks requiring no compensating balances, 
such notes will bear interest at a rate not in excess of 
an effective rate derived from the prime or base rate 
in effect on the date of issuance or from time to time, 
together with assumed compensating balances of 
20%. All notes will provide for prepayment in whole 
or in part without penalty. Assuming a prime rate of 
11.75%, the effective interest cost of borrowings 
would be 14.7% with respect to borrowings as to 
which 20% compensating balances are required and 
with respect to borrowings as to which no compen- 
sating balances are required but having an effective 
rate which takes into account assumed compensating 
balances of 20%. 


The proceeds from the borrowings will be used for 
construction expenditures, for meeting compensating 
balance requirements and to pay short-term debt at 
or prior to maturity. 


There are no additional fees or expenses to be in- 
curred in connection with the proposed transactions. 
It is stated that no state commission and no federal 
commission, other than this Commission, has juris- 
diction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 4, 1979 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the 
reasons for such request, and the issues of fact or 
law raised by the filing which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At 
any time after said date, the application, as 
amended or as it may be further amended, may be 
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granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21180/ August 8, 1979 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 


(70-5943) 


SUPPLEMENTAL ORDER AUTHORIZING CHANGE 
IN REPORTING REQUIREMENTS CONCERNING 
SALE OF COMMON STOCK PURSUANT TO DIVI- 
DEND REINVESTMENT AND STOCK PURCHASE 
PLAN 


American Electric Power Company, Inc. (“AEP”), a 
registered holding company, has filed with this Com- 
mission a post-effective amendment to its applica- 
tion-declaration previously filed and amended pursu- 
ant to Sections 6(a) and 7 of the Public Utility Hold- 
ing Company Act of 1935 (‘’Act’’) and Rule 50(a) (5) 
promulgated thereunder concerning the following 
matter. 


By order dated March 29, 1979 (HCAR No. 20979), 





AEP was authorized, inter alia, to issue and sell from 
time to time through April 30, 1980, up to 4,000,000 
additional shares of its authorized but unissued com- 
mon stock pursuant to its dividend reinvestment and 
stock purchase plan (‘‘Plan’’). Included within said 
order was a requirement under Rule 24 that AEP 
report certain information quarterly and that such re- 
port for the last quarter of the calendar year also 
contain a summary of the total expenses incurred, 
directly or indirectly, by AEP from operating the Plan 
during the calendar year. 


By post-effective amendment AEP requests that the 
order of March 29, 1979, be amended to permit the 
submission of the information concerning total ex- 
penses incurred during the calendar year from operat- 
ing the Plan to be filed with the Rule 24 certificate for 
the first quarter following the end of the calendar 
year. It is stated that the principal costs of operating 
the Plan are fees and expenses charged by the Plan 
agent, which renders its bills approximately 20 to 30 
days following the end of three-month periods ending 
February 28, May 31, August 31 and November 30 of 
each year. Compliance with the precise terms of the 
March 29, 1979, order would require getting a 
separate statement of charges for the month of 
December, and it is believed that this would increase 
the costs of administering the Plan. 


Upon the basis of the facts in the record, as amended 
by said post-effective amendment, it is hereby found 
that the applicable standards of the Act and the Rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and con- 
sumers that said application-declaration, as amended 
by said post-effective amendment, be granted and 
permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and Rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendment, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that (1) certifi- 
cates thereunder shall be filed quarterly, including a 
summary of the total shares issued and total net 
proceeds realized, and (2) the certificate reporting the 
results of the first quarter of the calendar year shall 
also include a summary of the total expenses 
incurred, directly or indirectly, by AEP for operating 
the Plan during the preceding calendar year. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 
1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10809/August 6, 1979 


Exemptions for Certain Investment Advisers and 
Principal Underwriters of Investment Companies 


AGENCY: Securities and Exchange Commission. 


ACTION: Proposed rules. 


SUMMARY: The Investment Company Act of 1940 
requires, in part, that an investment advisory 
contract or an underwriting contract with an invest- 
ment company shall provide that it will terminate 
upon its assignment. However, in many 
circumstances such events, while nominally as- 
signments, do not cause a change of actual control 
or management of the investment adviser or under- 
writer. Accordingly, the Commission is proposing a 
rule which states that a transaction which does not 
result in a change of actual control or management 
of an investment adviser or principal underwriter of 
an investment company would not be deemed such 
an assignment. 


Moreover, the Investment Company Act of 1940 
also provides that a person may not act under an 
investment advisory contract unless it has been 
approved by a majority of the investment company’s 
voting securities. Consequently, an unavoidable 
lapse of time may occur between the date of an un- 
foreseeable assignment of an investment advisory 
contract by an investment adviser or its termina- 
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tion by an investment company and the date on 
which an investment adviser may act pursuant to a 
subsequent contract which has been approved by 
the investment company’s shareholders. Accord- 
ingly, the Commission is also proposing a rule to 
permit a person temporarily to act, under specified 
circumstances, as investment adviser to an invest- 
ment company without the shareholders’ prior 
approval of the investment advisory contract. 


DATE: Comments must be received by October 5, 
1979. 


ADDRESSES: Send comments in triplicate to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 N. Capitol Street, 
Washiongton, D.C. 20549. (Refer to File No. S7- 
795.0 All comments received will be available for 
public inspection and copying in the Commission's 
Public Reference Room, 1100L Street, N.W., Wash- 
ington, D.C. 20549. 


FOR FURTHER INFORMATOIN CONTACT: 


Mark B. Goldfus, Special Counsel 

Investment Company Act Study Group 
or 

Susan G. Loitherstein, Law Clerk 

Division of Investment Management 

Securities and Exchange Commission 

500 North Capitol Street 

Washington, D.C. 20549 

(202) 755-0230. 


SUPPLEMENTARY INFORMATION: The Commis- 
sion today is publishing for public comment pro- 
posed rule 2a-6 [17 CFR §270.2a-6] under the 
Investment Company Act of 1940 [15 U.S.C. 80a-1 
et seq.] (“Act’’), which would deem certain trans- 
actions not to involve the assignment of an invest- 
ment advisory contract or an underwriting contract 
for purposes of section 15(a) and section 15(b) of the 
Act [15 U.S.C. 80a-15(a) and (b)] where there is no 
actual change of control or management of an 
investment adviser or the principal underwriter. 
The Commission today also is publishing for public 
comment proposed rule 15a-4[17 CFR §270.15a-4] 
which would permit a successor investment adviser 
to serve a maximum of 90 days prior to receiving a 
vote of the investment company’s shareholders 
when certain events cause the termination of a 
previous investment advisory contract. This 
proposed rule would, in effect, provide a temporary 
exemption from the requirement that an investment 
advisory contract must be approved by the invest- 
ment company’s shareholders. Both proposed rules 
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were prepared by the Division of Investment Man- 
agement'’s Investment Company Act Study Group in 
the context of its re-examination of the regulation of 
investment companies. 


BACKGROUND 


Section 15(a) of the Act, in part, prohibits a person 
from acting as an investment adviser to an invest- 
ment company, except pursuant to a written 
contract which has been approved by the vote of a 
majority of that company’s outstanding voting secu- 
rities.' This provision, in part, also requires thatthe 
contract provide, in substance, that it (1) may be 
terminated without penalty at any time by the direc- 
tors or by a majority of the outstanding voting secu- 
rities of the investment company on not more than 
60 days’ written notice, and (2) will be automatically 
terminated in the event of its assignment. 


Section 15(b) of the Act [15 U.S.C. 80a-15(b)] 
similarly requires that any underwriting contract 
between an open-end investment company and its 
principal underwriter must provide, in substance, 
for its automatic termination in the event of its 
assignment. 


These statutory provisions in section 15(a) were de- 
signed to inhibit trafficking in investment advisory 
or underwriting contracts.2, Moreover, Congress 
specifically declared in section 1(b)(6) of the Act[15 





Section 2(a)(20) of the Act [15 U.S.C. 80a-2(a)(20)], 
in part, excludes from the definition under the Act of 
the term “investment adviser’’ a company which 
furnishes such services at cost to one or more in- 
vestment companies, insurance companies or other 
financial institutions. This exclusion refers to a 
company which is in the business of providing such 
services at cost — such as a company which is 
owned by, and provides services exclusively to, 
such financial institutions. It was not intended to 
provide an exclusion for investment advisers who 
provide services temporarily at cost to particular 
clients only. See American Law Institute, Federal 
Securities Code, §250A, comment (3)(c) (Tentative 
Draft No. 6, April 1, 1977). 


2See Hearings on S.3580 before a Subcomm. of the 
Senate Comm. on Banking and Currency, 76th 
Cong., 3d Sess. 253 (statement of David Schenker, 
Chief Counsel, Investment Trust Study). 





U.S.C. 80a-1(b)(6)] that ‘the national interest and 
the interest of investors are adversely affected... 
when the control or management [of investment 
companies] is transferred, without the consent of 
security holders.” 


DISCUSSION 


Proposed Rule 2a-6 


Proposed rule 2a-6 would deem not to be an assign- 
ment of an investment advisory contract or under- 
writing contract for purposes of section 15 of the 
Act certain transactions which do not involve a 
change in the actuai control or the management of 
an investment adviser or principal underwriter. 


The term “assignment” is defined in section 2(a)(4) 
of the Act [15 U.S.C. 80a-2(a)(4)] to include any 
direct or indirect transfer of a controlling block of the 
assignor’s outstanding voting securities by a 
security holder of the assignor. From time to time, 
an investment adviser or a principal underwriter to 
an investment company may be involved in certain 
transactions—particularly, modifications of 
corporate structure—which may be considered to 
involve a direct or indirect transfer of a controlling 
block of the investment adviser’s voting securities, 
but which would not affect the actual control or 
management of the investment adviser. Absent 
proposed rule 2a-6, such a transaction might be 
viewed as an assignment within the meaning of 
section 2(a)(4) for purposes of terminating auto- 
matically the investment advisory contract or an 
underwriting contract with the investment 
company.? 


Nonetheless, such a transaction would not contain 





3The Commission's staff, however, has provided no- 
action assurances pertaining to numerous such 
transactions. e.g., staff responses to inquiries by 
FMR Corp. (Dec. 16, 1977) [merger into newly- 
formed subsidiary to effect change in state of in- 
corporation]; Equitable of lowa Variable Annuity 
Account A (Nov. 25, 1977) [formation of a holding 
company]; Securities Management and Research, 
Inc. (Dec. 30, 1976) [capital contribution to sub- 
sidiary]; ITT Variable Annuity Insurance Company- 
Separate Account (Jan. 24, 1972), [1971-1972 
Transfer Binder] Fed. Sec. L. Rep. (CCH) 878,683 
[transfer of stock between subsidiaries]. 


any of the abusive elements which Congress would 
have considered to be trafficking in investment ad- 
visory or underwriting contracts. Moreover, where 
there is no change in the actual control or manage- 
ment of the investment adviser or principal under- 
writer—and, hence, the actual management of the 
investment company—as a result of the 
transaction, the transaction would not appear to 
conflict with the Congressional concerns embodied 
in the Act.4 


Accordingly, proposed rule 2a-6 would deem a 
transaction not to involve an assignment of an 
investment advisory contract for purposes of 
section 15(a)(4) or of an underwriting contract for 
purposes of section 15(b)(2), respectively, where 
there is no actual change in the control or manage- 
ment of an investment adviser or a principal under- 
writer.§ 





“However, for purposes of section 1(b)(6) of the Act, 
the role of a principal underwriter in the 
management of an investment company is less 
obvious than the role of an investment adviser. By 
treating underwriting contracts in a manner similar 
to investment advisory contracts in section 15 of the 
Act, Congress apparently recognized the 
significance of underwriting to the success of an 
open-end company. Moreover, Congress in section 
1(b)(2) of the Act [15 U.S.C. 80a-1(b)(2)] declared, in 
part, that the national interest and the interest of 
investors are adversely affected when investment 
companies are organized, operated or managed in 
the interest of underwriters. 


5Generally the question of whether there is an 
actual change in control or management is 
primarily factual in nature. The variety of possible 
documentation or testimony which counsel for an 
investment company or investment adviser might 
wish to obtain and preserve would vary greatly with 
the specific facts and circumstances presented. 
Because the Commission's staff would not be ina 
position to make the investigation necessary to as- 
certain, verify or evaluate the requisite factual in- 
formation, the staff ordinarily will not be able to 
express any opinion in response to inquiries as to 
whether a particular transaction would satisfy rule 
2a-6. In determining whether a transaction is 
within the purview of the rule, rule 2a-6 should be 
construed narrowly in light of the investor protec- 
tion concerns Congress intended to be fulfilled, as 
expressed in section 1(b), section 2(a)(4) and section 
15 of the Act. 
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Proposed Rule 15a-4 


Proposd rule 15a-4 would provide a temporary 
exemption from the requirement in section 15(a) of 
the Act, regarding prior shareholder approval of an 
investment advisory contract, in certain situations 
during which an investment company otherwise 
would be without an investment adviser. 


When an investment advisory contract is not 
renewed, when it is terminated by action of the 
investment company’s directors or shareholders,® 
or when it is terminated by an unforeseeable as- 
signment of the contract by the investment adviser,’ 
the investment company may be incapable of 
managing its operations. Moreover, the invest- 
ment company would be unable lawfully to enter 
into a new investment advisory contract to secure 
the services of a new investment manager until it 
had satisfied the requirement of section 15 of the 
Act that the advisory contract receive the approval 
of a majority of its outstanding voting securities. A 
significant lapse of time may occur and substantial 
costs may be incurred in preparing the appropriate 
proxy solicitation documents and conducting a 
shareholder meeting. During this interim period, an 
investment company may suffer serious adverse 
consequences from the gap in receiving investment 
advisory services. 


Thus, the Commission believes that under certain 
circumstances—delimited by proposed rule 15a- 
4— it would be appropriate for a successor invest- 
ment adviser to provide investment advisory 
services to an investment company on an interim 
basis until the shareholders have approved a new 
investment advisory contract.2 The proposed rule 
would provide an exemption from the requirements 
of section 15(a) of the Act to the extent necessary for 





6E.g., lvy Fund, Inc., Investment Company Act 
Release No. 10276 (June 14, 1978), 15 SEC Docket 
80. 


7E.g., Leon B. Allen Fund, Inc., Investment Company 
Act Release No. 8298 (Apr. 3, 1974), 4 SEC Docket 
60 [death of controlling partner of investment ad- 
viser]. 


8The proposed rule would not, of course, extend the 
period during which an investment company must 
comply with the requirements of section 15(a) 
regarding the continuance of an investment ad- 
visory contract. See rule 15a-2 under the Act [17 
CFR 270.15a-2] [annual continuance of contracts]. 
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an investment adviser to serve pursuant to a written 
contract which has not received shareholder 
approval for a maximum of ninety days after the 
non-renewal, or termination by the investment 
company, or the unforeseeable assignment by the 
investment adviser, of the previous investment 
advisory contract.® 


Proposed rule 15a-4 would not provide, however, 
an exemption in certain circumstances as to which 
the Commission previously has provided individual 





®No similar exemption would be necessary from the 
prohibitions of sections 15(b) of the Act which, in 
part, requires that a contract between an open-end 
investment company and its principal underwriter 
(1) terminate upon assignment and (2) continue for 
longer than two years only so long as annual con- 
tinuances are approved by the board of directors or 
by vote of a majority of the outstanding voting secu- 
rities of the investment company. In case of a 
termination of such an underwriting contract, there 
is no requirement that a subsequent contract may 
not be effected until shareholders’ approval has 
been secured. 


Moreover, no exemption is proposed from the 
requirements of section 15(c) of the Act [15 U.S.C. 
80a-15(c)], which, in part, states that the terms of 
an investment advisory contract or an underwriting 
contract with an investment company having a 
board of directors be approved by the vote of a 
majority of directors, who are not parties to the 
contract or interested persons of any such party, 
cast in person at a meeting called for the purpose of 
voting on such approval. Additionally, that section 
states that disinterested directors must request and 
evaluate, and an investment adviser must furnish, 
such information as may reasonably be necessary 
to evaluate the terms of any investment advisory 
contract. The Commission believes that these 
important responsibilities should be addressed and 
met whatever the circumstances under which the 
board of directors is considering an investment ad- 
visory contract. 


Finally, the proposed rule would not affect any pro- 
visions of paragraphs (1) to (4) of section 15(a) or 
paragraphs (1) and (2) of section 15(b) regarding 
specified provisions required to be included in such 
written contracts. 





exemptive orders upon application.'° The proposed 
rule, for example, would not provide an exemption 
from the requirements of section 15 where an 
investment adviser intends to assign a contract 
under certain reasonably foreseeable 
circumstances—such as pursuant to a sale of an 
interest in the investment adviser or pursuant to 
certain reorganizations involving mergers with 
previously unrelated corporations—in which there 
is a direct or an indirect transfer or hypothecation of 
a controlling block of the investment adviser’s out- 
standing voting securities. Such foreseeable as- 
signments typically occur in circumstances where 
the investment adviser or a controlling person of the 
investment adviser will receive money or other 
tangible or intangible benefits in the course of the 
transaction. In reconsidering the matter, the Com- 
mission believes that, rather than being asked after 
the fact to ratify an existing advisory relationship, 
the investor protection concerns expressed by 
Congress with respect to section 15(a) are better 
fulfilled when investment company shareholders 
are provided the opportunity to approve any suc- 
cessor investment advisory contract prior to the 
successor adviser’s serving the company. Addi- 
tionally, when an assignment of the investment ad- 
visory contract is foreseeable, an investment 
adviser, pursuant to its fiduciary responsibilities to 
the investment company, may well be obliged to 





'0Such individual exemptive orders typically pro- 
vided that the investment company’s shareholders 
ratify the payment of fees paid to the investment ad- 
viser, during the period immediately preceding the 
shareholders’ approval of the new investment 
advisory contract. Certain exemptive orders have 
provided that, during that period, the investment 
adviser would serve at cost, but that additional 
compensation for such services could be presented 
to the investment company’s shareholders for their 
subsequent consideration. E.g., Pligrowth Fund, 
Inc., Investment Company Act Release No. 10146 
(March 1, 1978), 14 SEC Docket 291. But see, 
supra, n.1. Other such orders have provided that 
the exemption would be effective retroactively from 
the date of the assignment. E.g., Shearson Income 
Fund, Inc., Investment Company Act Release No. 
8511 (September 20, 1974), 5 SEC Docket 176. 
Additionally, the Division of Investment Manage- 
ment has provided “‘no-action” assurances under 
similar circumstances regarding certain 
assignments of investment advisory contracts. E.g., 
staff response to inquiry of United Underwriters, 
Inc. (March 10, 1976). 


continue to provide advisory services to the invest- 
ment company until such shareholder approval is 
secured for the successor investment adviser’s con- 
tract.'' Therefore, it may be inappropriate for the 
Commission to continue to grant exemptive orders 
from the shareholder voting requirement of section 
15(a) of the Act under circumstances in which it 
was practicable for an investment adviser to secure 
prior approval by the investment company 
shareholders of a successor advisory contract. 


However, when an investment advisory contract, in 
effect, has been assigned by virtue of an occur- 
rence which may not be reasonably foreseeable— 
such as the sudden death of a controlling person of 
the adviser—or when it has been terminated or not 
renewed by the investment company, proposed rule 
15a-4 would provide a sufficient period of time 





"In effecting any assignment of the _ invest- 
ment advisory contract, the investment adviser 
should act in a manner consistent with its fiduciary 
relationship to the investment company and which 
is the least disruptive of the interests of the 
investment company. See Rosenfeld v. Black, 445 F. 
2d 1337 (2d Cir. 1971), cert. denied, 409 U.S. 802 
(1972); and Hearings on S.3580 before a Subcomm. 
of the Senate Comm. on Banking and Currency, 
76th Cong., 3d Sess. 253 (statement of David 
Schenker, Chief Counsel, Investment Trust Study). 
As has been noted, ‘The evil that Congress sought 
to eradicate in its regulatory scheme was the 
assignment of advisory contracts without the 
informed consent of the shareholders of the funds 
involved.’ Schlusselberg v. Colonial Management 
Assoc., Inc., 389 F. Supp. 733, 739(D. Mass. 1974). 
Moreover, in such circumstances the investment 
adviser’s fiduciary responsibilities to the 
investment company may require that it defer 
assigning the advisory contract until a successor 
contract is approved by the investment company’s 
shareholders. 


Nonetheless, at any time, an investment adviser, or 
an affiliated person thereof, may sell an interest in 
such investment adviser which results in an 
assignment of an investment advisory contract with 
an investment adviser if the standards of section 
15(f) [15 U.S.C. 80a-15(f)] are satisfied. Among these 
standards is the requirement that there not be 
imposed an unfair burden on the investment com- 
pany as a result of such transaction. 
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during which a successor investment adviser'’s 
services may be secured.'? 


An advisory contract exempted in reliance on the 
proposed rule may provide for compensation to the 
investment adviser at a rate not exceeding that 
which was provided in the most recent investment 
advisory contract which had been approved by the 
investment company’s shareholders. If the 
successor investment adviser would not provide all 
services that were provided under the terminated 
advisory contract, the investment company’s 





12The Commission anticipates that 90 days should 
provide an ample period of time to secure an 
investment company’s shareholders’ vote on the 
successor investment advisory contract. If the share- 
holders were to decline to approve a contract which 
is the subject of such a vote, the rule would not pro- 
vide any automatic extension of time during which 
the board of directors of the investment company 
could seek and secure additional advisory services 
satisfactory to them. However, the 90-day period 
would appear to provide sufficient time so that, if the 
shareholders disapproved the first proposed suc- 
cessor investment advisory contract, an application 
for exemption from the prohibitions of section 15(a) 
may be filed by the investment company with the 
Commission. In such an event, the Commission could 
consider each such matter on an individual basis. 


Moreover, section 15(a)(3) of the Act requires that 
an investment advisory contract provide, in 
substance, that an investment company may 
terminate the contract on not more than sixty days’ 
written notice to the investment adviser. This 
maximum period of 60 days may not provide the 
investment company directors sufficient time to 
seek out and secure services of a successor 
investment advisory contract satisfactory to them 
and to obtain the investment company’s 
shareholders’ approval of a successor investment 
advisory contract. Thus, the proposed rule 
effectively would allow investment company 
directors who wished to terminate the existing in- 
vestment advisory contract an additional period to 
complete these tasks. 
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directors should reduce the new adviser’s compen- 
sation accordingly.'? 


TEXT OF PROPOSED RULES 


|. It is proposed to amend Part 270 of Chapter Il of 
Title 17 of the Code of Federal Regulations by 
adding 8270.2a-6 as follows: 





13In the event that an investment advisory contract 
is terminated prematurely as a result of actions 
taken by an investment adviser at least in part for its 
own benefit (a circumstance not within the purview 
of proposed rule 15a-4), the Commission believes 
that serious questions would arise if the old or the 
successor investment adviser (or some 
arrangement which would apportion the costs 
between them) did not bear all the costs of effect- 
ing the new investment advisory contract and of 
conducting the special shareholders’ meeting to 
obtain shareholder approval of the new contract. If 
an investment company were to bear any of the 
costs — including costs associated with conducting 
a special shareholder’s meeting — caused by sucha 
transaction, such payments might constitute 
compensation to the investment adviser within the 
meaning of the Act. See U.S. v. Deutsch, 451 F.2d 
98, 114 (2d Cir. 1971), cert. denied, 404 U.S. 1019 
(1972). Such an arrangement may be within the 
purview of section 15(a)(1) [investment advisory 
contract must precisely describe all compensation 
to be paid thereunder], section 15(f) [receipt of any 
amount or benefit in connection with a sale of secu- 
rities of, or a sale of any other interest in, an 
investment adviser resuiting in an assignment of an 
investment advisory contract], and section 36(b)[15 
U.S.C. 80a-35(b)] [investment adviser’s fiduciary 
duty with respect to the receipt of compensation for 
services, or of payments of a material nature, paid 
by such investment company, or by the security 
holders thereof] of the Act. Finally, an investment 
company’s paying the expenses associated with a 
special shareholders’ meeting may involve the 
investment company in the transaction in which the 
investment adviser assigns the contract, and thus 
may constitute a violation of section 17(d) of the Act 
[15 U.S.C. 80a-17(d) and rule 17d-1 [17 CFR 
270.17d-1] thereunder. See Fulton, Reid & Staples 
Fund, Inc. [1970-1971 Transfer Binder] Fed. Sec. L. 
Rep. (CCH) §77,995. 





§270.2a-6 
assignments. 


Certain transactions not deemed 


A transaction which does not result in a change of 
actual control or management of the investment 
adviser to, or principal underwriter of, an 
investment company is not an assignment for pur- 
poses of section 15(a)(4) or section 15(b)(2) of the 
act respectively. 


ll. It is proposed to amend Part 270 of Chapter Il of 
Title 17 of the Code of Federal Regulations by 
adding §270.15a-4 as follows: 


§270.15a-4 Temporary exemption for certain 
investment advisers. 


Notwithstanding section 15(a) of the act, a person 
may act as investment adviser for an investment 
company pursuant to a written contract which has 
not been approved by a majority of the outstanding 
voting securities of such company during the ninety 
day period after the termination of an investment 
advisory contract by an event (other than an assign- 
ment by an investment adviser in connection with 
which such investment adviser, or a controlling 
person thereof, directly or indirectly receives money 
or other benefit) described in paragraphs (3) or (4) of 
section 15(a) of the act or by the failure to renew 
such contract; Provided, That: 


(a) Such contract has been approved by the 
investment company’s board of directors, including 
a majority of the directors who are not interested 
persons thereof; and 


(b) The compensation to be received under that 
contract does not exceed the compensation which 
would have been received under the most recent 
investment advisory contract that had been ap- 
proved by the vote of a majority of the outstanding 
shares of the investment company. 


STATUTORY BASIS: Rule 2a-6 is proposed 
pursuant to section 6(c) [15 U.S.C. 80a-6(c)] and 
38(a) [15 U.S.C. 37(a)] of the Act. Rule 15a-4 is 
proposed pursuant to section 6(c) of the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10810/August 6, 1979 


In the Matter of 


KEYSTONE CUSTODIAN FUND, SERIES S-2 
99 High Street 
Boston, Massachusetts 02110 


(811-99) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
8(f) OF THE ACT FOR AN ORDER DECLARING THAT 
COMPANY HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that Keystone Custodian 
Funds, Inc. (“Keystone”), as trustee for Keystone 
Custodian Fund, Series S-2 (‘‘Fund”), filed an appli- 
cation pursuant to Section 8(f) of the Investment 
Company Act of 1940 (‘‘Act’’) on March 5, 1979, 
and amendments thereto on July 10, 1979, and 
July 26, 1979, for an order of the Commission 
declaring that the Fund, a diversified open-end 
management investment company registered 
under the Act which was organized as a common 
law trust under the laws of the Commonwealth of 
Pennsylvania, has ceased to be an investment 
company as defined in the Act. All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein, which are summarized 
below. 


The application states that on March 16, 1977, the 
Keystone board of directors, acting on the Fund’s 
behalf, authorized the execution and delivery of an 
Agreement and Plan of Reorganization (“Plan”) 
between Keystone as trustee for the Fund and 
Keystone as trustee for Keystone Custodian Fund, 
Series S-1 (the ‘‘S-1 Fund”). Holders of more than 
50% of the outstanding shares of the Fund gave 
their approval in writing, without a meeting, to the 
transactions contemplated by the Plan, and on June 
27, 1977, the Fund transferred substantially all of 
its assets to the S-1 Fund in exchange for shares of 
the S-1 Fund. 


The application states that in connection with the 
merger, two types of distributions were made tothe 
Fund's shareholders. On June 15, 1977, Keystone, 
acting on behalf of the Fund, paid to shareholders of 
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record on June 10, 1977, a dividend from taxable in- 
come of the Fund equal to substantially all such in- 
come undistributed as of June 10, 1977, the record 
date. On June 27, 1977, the Fund received 
3,091,344 shares of the S-1 Fund in exchange for 
its assets, for distribution on a pro rata basis to its 
shareholders in accordance with the Plan. In 
accordance with the Plan, shareholders of the Fund 
each received an appropriate number of S-1 Fund 
shares which were credited to a special custodian 
account in the shareholder’s name with Keystone. 
As each shareholder of the Fund surrenders his 
certificates, he receives certificates from Keystone 
representing full shares of the S-1 Fund and cash 
equal to the redemption price at that time of any 
fractional shares. In addition, shareholders of the 
Fund whose shares were held in an Open Account 
Plan had S-1 Fund shares, including any fractional 
shares, credited to an S-1 Open Account Plan in 
their name in exchange for the shares of the Fund 
held thereunder. The application states that an 
Open Account Plan is a book entry recordkeeping 
system maintained by the Fund's transfer agent on 
behalf of participating shareholders evidencing 
each such shareholder’s ownership of shares and 
that certificates are not issued under this arrange- 
ment and dividends reinvested as shares are auto- 
matically entered in each shareholder’s account 
record. 


The application states that as of January 31, 1979, 
825 shareholders holding certificates or holding 
shares in Open Account Plans for an aggregate of 
150,869 shares of the Fund out of 5,849,621 
shares of the Fund outstanding as of June 24, 1977, 
had not surrendered their certificates for shares of 
the S-1 Fund or had not communicated their 
instructions to Keystone. The application states 
that as of January 31, 1979, each S-1 Fund share 
had a net asset value of $17.70 per share and on 
that date the total value of all shares for which 
certificates have not been surrendered nor instruc- 
tions received was $2,670,381.50. The application 
States that the undistributed S-1 Fund shares held 
by Keystone on behalf of shareholders who had not 
surrendered their Fund certificates are being heldin 
Keystone’s vaults, as are all undeliverable dividend 
checks owing to such shareholders. The application 
indicates that because undelivered dividends are 
retained in check form and held by Keystone, they 
earn no interest. The application states that S-1 
Fund shares held in unexchanged certificates and 
held under Open Account Plans, as well as unde- 
livered dividends, may be subject to the abandoned 
property laws of the states. In addition, such share- 
holder property may be subject to attachment and 
execution creditors of each such shareholder. 
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The application states that communications were 
originally mailed to shareholders who had not sur- 
rendered their certificates on July 7, 1977. 
Additional correspondence was mailed on August 
5, 1977, August 26, 1977, September 15, 1977, 
and October 19, 1977. The application states that 
continuing efforts are being made by 
correspondence and by telephone, to induce such 
shareholders to surrender their certificates. 


The application further states that the Fund has 
held no assets since June 27, 1977, that the S-1 
Fund assumed all liabilities of the Fund on June 27, 
1977, and that no further debts or liabilities have 
accrued since June 27, 1977. The application 
states that the Fund is not a party to any pending 
litigation or administrative proceedings. The appli- 
cation also states that the Fund has terminated all 
business activities and is no longer engaged and 
does not propose at any time in the future to en- 
gage in the business of investing, reinvesting, 
holding or trading in securities. 


Section 8(f) of the Act provides, in pertinent part, 
that when the Commission, upon application, finds 
that a registered investment company has ceased to 
be an investment company, it shall so declare by 


order and upon the effectiveness of such order, the 
registration of such company shall cease to be in 
effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 27, 1979, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the 
reasons for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549.A 
copy of such request shall be served personally or by 
mail upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
by Rule O-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application herein will be issued as of course 
following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission's own motion. Persons who 
request a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders 





issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10811/August 6, 1979 


In the Matter of 


THE CAPITOL LIFE INSURANCE COMPANY 


and 


CAPITOL LIFE SEPARATE ACCOUNT M 
1600 Sherman Street 
Denver, Colorado 80203 


and 


MERRILL LYNCH HIGH INCOME FUND, INC. 
MERRILL LYNCH BASIC VALUE FUND, INC. 
MERRILL LYNCH CAPITAL FUND, INC. 


MERRILL LYNCH SPECIAL VALUE FUND, INC. 


and 


MERRILL LYNCH READY ASSETS TRUST 
165 Broadway 
New York, NY 10080 


(812-4486) 


NOTICE OF APPLICATION FOR AN AMENDED 
ORDER PURSUANT TO SECTION 11 OF THE IN- 
VESTMENT COMPANY ACT OF 1940 FOR 
APPROVAL OF CERTAIN OFFERS OF EXCHANGE 
AND PURSUANT TO SECTION 6(c) OF THE ACT FOR 
EXEMPTIONS FROM SECTIONS 22(d), 26(a) and 
27(c)(2) OF THE ACT 


NOTICE IS HEREBY GIVEN that The Capitol Life 
Insurance Company (‘Capitol Life’), a Colorado 
stock life insurer, Capitol Life Separate Account M 
(the “Separate Account”), a separate account of 
Capitol Life which is registered as a unit investment 
trust under the Investment Company Act of 1940 
(“‘Act’’), Merrill Lynch High Income Fund, Inc. (“‘HI’’), 
Merrill Lynch Basic Valule Fund, Inc. (““BV’’), Merrill 
Lynch Capital Fund, Inc. (“CF’’), Merrill Lynch 
Special Value Fund, Inc. (““SV’’), and Merrill Lynch 
Ready Assets Trust (‘RA”’), (hereinafter collectively 
referred to as “Applicants”’), filed an application on 
June 1, 1979, and an amendment thereto on 
August 1, 1979, pursuant to Section 11 of the Act 
for an amended Order approving certain offers of 
exchange, and pursuant to Section 6(c) of the Act for 
an amended Order of exemption from the provisions 
of Sections 26(a) and 27(c)\(2) and an exemption 
from the provisions of Section 22(d) of the Act. 


All interested persons are referred to the Applica- 
tion, as amended, on file with the Commission for a 
statement of the representations contained therein 
which are summarized below. 


Previously, by application dated September 26, 1978, 
and an amendment thereto dated September 28, 
1978, the Applicants, with the exception of BVM CF, 
SV and RA (hereinafter sometimes referred to col- 
lectively as ‘Additional Applicants’), applied for an 
Order (a) pursuant to Section 11 approving a 
proposed offer of exchange to the shareholders of HI, 
which was then the only medium for the Separate 
Account, whereby shareholders of HI would be al- 
lowed to continue their investment in HI shares in the 
form of a variable annuity contract issued by the Se- 
parate Account; and (b) pursuant to Section 6(c) of 
the Act for an exemption from the provisions of 
Sections 26(a) and 27(c)(2) to the extent necessary to 
allow the Separate Account to act as custodian of its 
own assets, providing that all such assets be held for 
safekeeping pursuant to an agreement between Cap- 
itol Life and the State Street Bank and Trust 
Company of Boston, Massachusetts (‘Bank’). On 
September 29, 1978, a Notice was issued of the filing 
of said Application (Investment Company Act 
Release No. 10422) and an Order was issued on 
November 8, 1978, granting the relief requested in 
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the Application (Investment Company Act Release 
No. 10474). 


Applicant Capitol Life is a wholly-owned subsidiary of 
Providence Capitol Corporation and an indirect 
subsidiary of Gulf & Western Industries, Inc. 


Applicant Separate Account was established by Capi- 
tol Life pursuant to Colorado law in connection with 
the proposed issuance of certain group and variable 
annuity contracts (hereinafter referred to collectively 
as ‘‘Contracts’’). The Separate Account originally 
offered only one Contract calling for the investment 
of accumulation units in the shares of HI, and it is 
presently proposed that the Separate Account be 
operated as a Series investment company, each 
Series of which will invest in the shares of HI or a 
designated Additional Applicant. 


The Additional Applicants and HI are each diversified, 
open-end management investment companies reg- 
istered under the Act. HI, BV, and SV are managed 
by Fund Asset Management, Inc., a subsidiary of 
Merrill Lynch Asset Management, Inc. (‘“MLAM”), 
which in turn is a subsidiary of Merrill Lynch and Co., 
Inc. CF and RA are managed by MLAM. Each of the 
above (referred to herein collectively as ‘‘Funds’’) or 
individually as ‘‘Fund’’) has a currently effective regis- 
tration statement under the Securities Act of 1933. 


Both Individual and Group Contracts will be offered. 
Applicants propose that two categories of contracts 
will be offered to groups and individuals: Direct Pur- 
chase Contracts and Installment Purchase Contracts. 


Direct Purchase Contracts will be offered to existing 
shareholders of BV, CF, HI and SV but will not be 
available to shareholders of RA. The minimum initial 
purchase payment is the value of 500 shares of the 
particular Fund to be exchanged for accumulation 
units in the Contrac or Certificate. A uniform fixed 
exchange fee of $100 applicable to all exchanges of 
Fund shares is proposed to be deducted at the time 
an initial purchase payment is received for an Individ- 
ual Contract or for a Certificate under a Group Con- 
tract. This exchange fee is indicated to be allocated 
as follows: $20 for reimbursement of policy issue ex- 
penses and $80 for expected conversion expenses. 
That portion of the exchange fee indicated to be allo- 
cated to conversion expenses may be deemed to be a 
sales load for the purposes of Sections 2(a) (35) and 
22(d) of the Act. 
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Applicants propose that under the Installment Pur- 
chase Contracts, the individual Contract Owner or 
the Participant in a Group Contract may elect to 
invest amounts in any one or all of the five Series of 
the Separate Account and if such an election is 
made, may systematically transfer to the Separate 
Account a portion of the General Account values 
initially allocated to provide fixed annuity benefits. A 
uniform 7% surrender charge is proposed to be im- 
posed on all surrenders from the General Account, 
whatever the reason therefor, so that under an In- 
stallment Purchase Contract, an appropriate number 
of General Account accumulation units are cancelled 
and 93% of the value of those units are transferred to 
the Separate Account. Applicants state, however, 
that if there are no surrenders under the Contract, the 
7% charge is restored with interest upon annuitiza- 
tion and is applied to provide fixed annuity benefits. 


For the purpose of the Application, Applicants recog- 
nize that in the case of Installment Purchase Con- 
tracts, the difference between the amount surren- 
dered from the General Account and the amount 
invested in the Separate Account might be deemed 
to be a sales load for purposes of Sections 2(a) (35) 
and 22(d) of the Act, even though such charge might 
be restored in full and with interest. While Applicants 
maintain that the 7% uniform surrender charge is not 
a sales load because it is imposed without reference 
to either the purpose of the surrender or the disposi- 
tion of the amount surrendered, they agree to the 
assumption that for purposes of the Application such 
surrender charge is in the nature of a sales load 
within the context of Secitons 2(a) (35) and 22(d) of 
the Act. 


Under both Direct Purchase and Installment Purchase 
Contracts, Applicants propose to charge a fixed $10 
fee against an individual’s account for each transfer 
between Series of the Separate Account made pur- 
suant to the written request of the Contract Owner or 
Participant. 


With regard to Section 11, Applicants seek to amend 
and supplement the aforementioned Order to add 
BV, CF and SV as participants in the offers of ex- 
change as approved by that Order and to permit the 
offer to individual Contract Owners or Participants of 
the right to transfer or convert accumulation units 
from one Series to any other Series of the Separate 
Account, including the Series of the above men- 


With regard to Section 11, Applicants seek to amend 
and supplement the aforementioned Order to add 





BV, CF and SV as participants in the offers of ex- 
change as approved by that Order and to permit the 
offer to individual Contract Owners or Participants of 
the right to transfer or convert accumulation units 
from one Series to any other Series of the Separate 
Account, including the Series of the above invest- 
ment companies and RA. In addition, Applicants seek 
to include the Additional Applicants in the exemp- 
tions previously granted pursuant to Section 6(c); 
and further to expand the exemptions previously 
granted pursuant to Section 6(c) to include an 
exemption from the provisions of Section 22(d) of the 
Act to the extent deemed necessary to permit the 
right to exchange shares of a Fund for accumulation 
units in a Series of the Separate Account and also to 
permit the transfer of amounts from General Account 
values to acquire Separate Account accumulation 
units. 


Section 11 


Section 11(a) of the Act, as here pertinent, provides 
that it is unlawful for any registered open-end invest- 
ment company or principal underwriter thereof to 
make an offer to the holders of its securities (or of the 
securities of any other open-end company), to ex- 
change his shares for the shares of the same or 
another such company on any basis other than the 
relative net asset values of the respective securities, 
unless the terms of the offer have first been sub- 
mitted to and approved by the Commission. Section 
11(c) provides that Section 11(a) is applicable, in any 
event, to any type of offer of exchange of the securi- 
ties of registered unit investment trusts for the secu- 
rities of any other investment company. 


Applicants indicate that for Direct Purchase Con- 
tracts, the holders of shares of BV, CF, SV and HI 
would be able upon written request to transfer the 
net asset value of the particular Fund shares held 
toward purchase of a Contract which would be allo- 
cated to the Series represented by investment in the 
shares of that particular Fund. It is also stated that 
the exchange would be on the basis of net asset 
values of the securities to be exchanged, except for 
the $100 exchange fee deducted at the time of the 
exchange. 


It is proposed that conversion between Series, avail- 
able with respect to all of the five Series and under all 
types of Contracts, would occur upon written appli- 
cation of the Individual Contract Owner or Participant 
and would be based on the relative net asset values 
of the affected Series on the day the conversion is ef- 
fected, less the $10 conversion fee. 


The Applicants assert that the terms of the proposed 
right to exchange Series of BV, CF, SV and HI for 
accumulation units in the Series relating thereto and 
the right to convert between each of the Series are 
consistent with the protection of Contract Owners or 
Participants and the purposes clearly intended by the 
policy and provisions of Section 11 of the Act. Except 
as noted, the Applicants submit that the exchange 
will be at net asset value. 


Section 22(d) 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company or principal 
underwriter thereof shall sell any redeemable security 
issued by such company except at a current offering 
price described in the prospectus. Rule 22d-3 under 
Section 22(d), in substance, permits the sale of vari- 
able annuity contracts with variations in the sales 
load deductions, provided that the prospectus dis- 
closes such variations and the basis therefor, and 
provided further that such variations are not unfairly 
discriminatory. 


In the case of Direct Purchase Contracts, the Appli- 
cation indicates that the $80 portion of the fixed $100 
exchange fee, which $80 is for expected conversion 
expenses, would, to the extent deemed a sales load, 
represent a varying (rather than a constant) per- 
centage of the total amount invested in each situa- 
tion, so that a question is raised as to compliance 
with Section 22(d) of the Act. Likewise, under Install- 
ment Purchase Contracts, the uniform 7% surrender 
charge imposed on the amount surrendered from the 
General Account would, to the extent deemed a sales 
load, vary from the amount considered as a sales load 
under Direct Purchase Contracts, thus raising a 
further question as to compliance with Section 22(d). 


Applicants submit that it is in the public interest, in 
the best interest of investors, and consistent with the 
protection of investors to grant an exemption from 
Section 22(d) of the Act to the extent necessary to 
permit the sales load variations described herein to 
occur in connnection with the offer and sale of con- 
tracts. In the case of Direct Purchase Contracts, 
Applicants submit that the $80 fixed charge for ex- 
pected conversion expenses is fair to investors and 
non-discriminatory. Applicants assert that, since the 
expense involved in conversion is not directly related 
to the amount being invested in the Separate 
Account, a fixed charge is more appropriate than a 
percentage charge and also minimizes the expense to 
purchasers. 
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In the case of Installment Purchase Contracts, Appli- 
cants submit that, because the uniform 7% surrender 
charge is imposed on all surrenders from the General 
Account for any purpose, it is properly viewed as a 
traditional feature of a fixed annuity contract which is 
nondiscriminatory in application. Moreover, Appli- 
cants assert it to be wholly appropriate under the cir- 
cumstances since it is intended to encourage annuiti- 
zation of General Account values. Since the fore- 
going considerations are not present under a Direct 
Purchase Contract, which does not involve any Gen- 
eral Account values, the sales load variations be- 
tween Direct Purchase and Installment Contracts are, 
the Applicants submit, both justified and not unfairly 
discriminatory. 


Accordingly, Applicants have requested an exemp- 
tion from the provisions of Section 22(d) of the Act 
to the extent deemed necessary to permit the pre- 
viously described variations in amounts which might 
be deemed a sales load for purposes of that Section. 
Applicants warrant that, if such an exemption is 
granted, the prospectuses used in the offer and sale 
of the Contracts will fully disclose all such variations 
as well as the circumstances under which they may 
occur. 


Sections 26(a) and 27\c) (2) 


Section 27(c) (2) of the Act, as here pertinent, pro- 
hibits the issuer of a periodic payment plan certificate 
and a depositor (or underwriter for such issuer) from 
selling such periodic payment plan certificates unless 
the proceeds of all payments (other than sales load) 
are deposited with a qualified bank as trustee or cus- 
todian, and held under an indenture or agreement 
containing specified provisions. Section 26(a) re- 
quires that such indenture or custodianship agree- 
ment must provide, inter alia, that the bank (i) shall 
have possession of all property of the unit investment 
trust and segregate and hold the same in trust subject 
only to the charges and collection specifically allowed 
under clauses (A), (B) and (C) of such Section until 
distribution to the security holders of the trust; (ii) 
shall not resign until the trust has been liquidated or a 
successor has been appointed; (iii) may collect from 
the income and, if necessary, from the corpus of the 
trust such fees for services provided for in the agree- 
ment; (iv) shall not allow as an expense any payment 
to the depositor or principal underwriter except a fee, 
not exceeding such reasonable amount as the Com- 
mission may prescribe, for performing bookkeeping 
and other administrative services of a character nor- 
mally performed by the bank itself. 
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In the arrangement now existing pursuant to the 
Order set forth in Investment Company Act Release 
No. 10474, the Separate Account acts as custodian 
of its own assets (i.e., shares of HI); however, all 
such assets are held for safekeeping pursuant to an 
agreement between Capitol Life and the Bank. 


Applicants state that although the Bank meets the 
qualifications prescribed in Section 26(a) of the Act, 
the agreement does not create a trust with respect to 
the assets of the Separate Account because Capitol 
Life, as a life insurance company, must retain owner- 
ship and control of the disposition of its property 
under Colorado law. The assets of the Separate Ac- 
count will continue to be held for safekeeping by the 
Bank, the only difference being that the assets will be 
divided into five Series. In that the contracts pro- 
posed to be funded in Series BV, CF, SV and RA are 
not included within the terms of the Order issued in 
Investment Company Act Release No. 10474, an 
exemption is requested from the foregoing provisions 
of Sections 26(a) and 27(c) (2) of the Act to the ex- 
tent necessary to make the requirements of a trust 
inapplicable to the Contracts issued by the additional 
Separate Account Series. 


In support of such request, Applicants state that 
Capitol Life’s agreement with the Bank provides that 
Capitol Life pay the expenses for the safekeeping of 
the Separate Account assets. Applicants also state 
that the ownership of shares of the Funds by the 
Separate Account will be held in an open account so 
that ownership of Fund shares by the Separate Ac- 
count will only be indicated on the books of the 
Funds and Separate Account and not by the issuance 
of transferable stock certificates; and that, under the 
safekeeping agreement, otherwise, the assets of each 
Separate Account Series will be kept physically seg- 
regated by the Bank and held separate from the 
assets of any other firm, person, or corporation. The 
Bank will maintain a record of all purchases and re- 
demptions of the Fund shares in each applicable 
Series of the Separate Account and will assist in the 
preparation of reports to the Commission. 


Applicants further state that Capitol Life is subject to 
extensive supervision and control by the Colorado 
Insurance Commissioner and the comparable official 
of each state in which it does business; and that 
Capitol Life’s activities are subject to constant review 
by the Colorado Insurance Department and _ its 
representatives at all times and are subject to com- 
prehensive examination periodically. Applicants 
assert that a substitution of an underlying Fund of the 
Separate Account can only take place upon sound 





reasons by Capitol Life, as stated in the prospectus 
for the Separate Account, and then only upon a prior 
favorable vote of a majority of the votes having an 
interest in the Fund to be substituted and the prior 
approval of the Commission. Applicants finally state 
that Capitol Life maintains fidelity bonds covering its 
employees which provide coverage in the amount of 
$2,000,000.00. It is contended that the foregoing 
laws, regulations and arrangements will provide sub- 
stantial assurance that all obligations under the Con- 
tracts issued by the Separate Account will be per- 
formed. 


Applicants have consented that the exemption from 
Sections 26(a) and 27(c) (2) of the Act may be made 
subject to the following conditions: (1) that the de- 
ductions for administrative services shall not exceed 
such reasonable amount as the Commission shall pre- 
scribe, and the Commission may reserve jurisdiction 
for such purpose, and (2) that the payment of sums 
and charges out of the assets of the Separate 
Account shall not be determined to be exempted 
from regulation by the Commission by reason of the 
requested amended Order, provided that Applicants’ 
consent to this condition shall not be determined to 
be a concession to the Commission of authority to 
regulate the payment of sums and charges out of 
such assets other than charges for administrative ser- 
vices, and Applicants reserve the right in any pro- 
ceeding before the Commission, or in any suit or 
action in any court, to assert that the Commission 
has no authority to regulate the payment of such 
other sums and charges. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 31, 1979, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the 
reasons for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549.A 
copy of such request shall be served personally or by 
mail upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
by Rule O-5 of the Rules and Regulations 
promulgated under the act, an order disposing of 
the application herein will be issued as of course 
following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing 


is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10812/ August 7, 1979 


In the Matter 


BROAD STREET INVESTING CORPORATION 
One Bankers Trust Plaza 
New York, New York 10006 


(812-4489) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING A PROPOSED EXCHANGE OF 
SHARES FROM THE PROVISIONS OF SECTIONS 
22(c) and 22(d) OF THE ACT, AND RULE 22c-1 
THEREUNDER. 


On July 12, 1979, a notice (Investment Company Act 
Release No. 10774) was issued on an application filed 
by Broad Street Investing Corporation (‘’Broad 
Street’), a company registered under the Investment 
Company Act of 1940 (’‘Act’’) as an open-end, diver- 
sified management investment company, on June 6, 
1979, and an amendment thereto on June 28, 1979. 
The application requested an order of the Com- 
mission, pursuant to Section 6(c) of the Act, 
exempting from the provisions of Section 22(c) of the 
Act and Rule 22c-1 thereunder, and Section 22(d) of 
the Act, the proposed exchange of Broad Street 
shares at net asset value without a sales charge and 
at a price other than the price next determined after 
receipt of a purchase order, for substantially all of the 
assets of High Street Inc., which Applicant asserts is 
an investment company exempt from registration 
under the Act by reason of Section 3(c) (1) thereof. 
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The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
granting of the requested exemptions is appropriate 
in the public interest and is consistent with the pro- 
tection of investors and the purposes fairly intended 
by the policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 22(c) of the Act, Rule 22c-1 thereunder, 
and Section 22(d) of the Act, to the extent re- 
quested, be, and hereby is granted, effective forth- 
with. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10813/August 7, 1979 


In the Matter of 


BANQUE NATIONALE DE PARIS 
c/o Peter H. Darrow, Esq. 

Cleary, Gottlieb, Steen & Hamilton 
1 State Street Plaza 

New York, New York 10004 


(812-4457) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT 
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Banque Nationale de Paris (‘‘Applicant’’) filed an 
application on March 30, 1979, and amendments 
thereto on July 3, 1979, and August 2, 1979, for an 
order of the Commission pursuant to Section 6(c) of 
the Investment Company Act of 1940 (‘‘Act’’) 
exempting Applicant from all provisions of the Act. 


On July 9, 1979, a notice was issued (Investment 
Company Act Release No. 10767) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, disposing 
of the application, would be issued as of course un- 
less a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and on the basis of 
the representations in the application as amended, it 
is found that the granting of the exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the Act, 
that, subject to the condition that Applicant comply 
with its undertakings (1) to ensure that the dealer in 
the proposed commerical paper notes will provide 
each offeree with a memorandum describing Appli- 
cant’s business and containing Applicant's most re- 
cent publicly available financial statements, which 
memorandum will be at least as comprehensive as 
those customarily used in offering commercial paper 
in the United States, (2) to update such memoranda 
periodically to reflect material changes in Applicant's 
financial status and (3) to provide offerees with dis- 
closure documents in any future offering of its debt 
securities in the United States that are at least as 
comprehensive in their descirption of Applicant, its 
business and its financial statements as those used in 
the presently proposed offering, the application for 
exemption from all provisions of the Act be, and 
hereby is, granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 
Release No. 10814/August 7, 1979 


In the Matter of 


CREDIT LYONNAIS 

c/o Peter O. A. Solbert, Esq. 
Davis Polk & Wardwell 

1 Chase Manhattan Plaza 
New York, New York 10005 


(812-4436) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT 


Credit Lyonnais (‘Applicant’) filed an application on 
February 14, 1979, and amendments thereto on April 
26, 1979, June 29, 1979, July 23, 1979, and August 2, 
1979, for an order of the Commission pursuant to 
Section 6(c) of the Investment Company Act of 1940 
(“Act’’) exempting Applicant from all provisions of 
the Act. 


On July 9, 1979, a notice was issued (Investment 
Company Act Release No. 10768) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, disposing 
of the application, would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and on the basis of 
the representations in the application as amended, it 
is found that the granting of the exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy an provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that, subject to the condition that Applicant comply 
with its undertakings (1) to ensure that the dealer 
will provide each offeree of the proposed 
commercial paper notes with a memorandum de- 
scribing Applicant’s business and containing its 
financial statements, which memorandum will be 


at least as comprehensive as those customarily 
used in commercial paper offerings in the United 
States, (2) to update such memoranda periodically 
to reflect material changes in Applicant's business 
or financial status, and (3) to provide any person to 
which it offers its securities in any future offerings 
in the United States with disclosure documents that 
are at least as comprehensive in their description of 
Applicant, its business and its financial statements 
as those customarily used in United States offerings 
of such securities (except that no such offering 
memorandum or prospectus need be provided as a 
condition to this order in connection with the 
deposit taking or other ordinary commercial bank- 
ing activities of Applicant's branches in the United 
States), the application for exemption from all pro- 
visions of the Act be, and hereby is, granted, 
effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10815/ August 7, 1979 


In the Matter of 


SOCIETE GENERALE 

c/o Jonathan M. Clark, Esq. 
Davis Polk & Wardwell 

1 Chase Manhattan Plaza 
New York, New York 10005 


(812-4435) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT 


Societe Generale (‘Applicant’) filed an application 
on February 14, 1979, and amendments thereto on 
April 27, 1979, June 29, 1979, July 20, 1979, and 
August 2, 1979, for an order of the Commission pur- 
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suant to Section 6(c) of the Investment Company Act 
of 1940 (‘‘Act’’) exempting Applicant from all provi- 
sions of the Act. 


On July 9, 1979, a notice was issued (Investment 
Company Act Release No. 10769) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, disposing 
of the application, would be issued as of course un- 
less a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and on the basis of 
the representations in the application as amended, it 
is found that the granting of the exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that, subject to the condition that Applicant comply 
with its undertakings (1) to ensure that the dealer 
will provide each offeree of the proposed 
commercial paper notes with a memorandum de- 
scribing Applicant's business and containing its 
financial statements, which memorandum will be 
at least as comprehensive as those customarily 
used in commercial paper offerings in the United 
States, (2) to update such memoranda periodically 
to reflect material changes in Applicant’s business 
or financial status, and (3) to provide any person to 
which it offers its securities in any future offerings 
in the United States with disclosure documents that 
are at least as comprehensive in their description of 
Applicant, its business and its financial statements 
as those customarily used in United States offerings 
of such securities (except that no such offering 
memorandum or prospectus need be provided as a 
condition to this order in connection with the 
deposit taking or other ordinary commercial bank- 
ing activities of Applicant’s branches in the United 
States), the application for exemption from all pro- 
visions of the Act be, and hereby is, granted, 
effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10816/August 7, 1979 


In the matter of 


SVENSKA HANDELSBANKEN 
c/o John W. Erickson, Esq. 
White & Case 

280 Park Avenue 

New York, New York 10017 


(812-4444) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT 


Svenska Handelsbanken (‘‘Applicant’’) filed an 
application on February 26, 1979, and amendments 
thereto on March 30, 1979, June 22, 1979, and July 
27, 1979, for an order of the Commission pursuant to 
Section 3(b) (2) of the Investment Company Act of 
1940 (‘‘Act’’) declaring that Applicant is not an in- 
vestment company, or, alternatively, for an order 
pursuant to Section 6(c) of the Act exempting Appli- 
cant from all provisions of the Act. 


On July 9, 1979, a notice was issued (investment 
Company Act Release No. 10771) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, disposing 
of the application, would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and on the basis of 
the representations in the application as amended, it 
is found that the granting of the exemption requested 
pursuant to Section 6(c) of the Act is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that, subject to the condition that Applicant comply 
with its undertakings (1) to ensure that the dealer in 
the proposed commercial paper notes and bankers’ 
acceptances will provide to each offeree who has 





indicated an interest in Applicant's securities, prior to 
any sale of the notes or bankers’ acceptances, (i) a 
memorandum describing Applicant's business, which 
memorandum will be at least as comprehensive as 
those customarily used in commercial paper offerings 
and bankers’ acceptance offerings in the United 
States, (ii) Applicant’s most recent publicly available 
fiscal balance sheet and income statement and (iii) 
Applicant’s most recent publicly available unaudited 
interim balance sheet and income statement, (2) to 
update such memoranda periodically to reflect mate- 
rial changes in Applicant's financial status and (3) to 
provide to each offeree who has indicated an interest 
in any future offering of Applicant’s securities in the 
United States, prior to any sale of such securities to 
such offeree, disclosure documents which are at least 
as comprehensive as those used in the presently pro- 
posed offering, except that in the case of an offering 
made pursuant to a registration statement under the 
Securities Act of 1933 such disclosure documents will 
be provided to such persons and in such manner as 
may be required by such Act and the rules and regu- 
lations thereunder, the application for exemption 
from all provisions of the Act be, and hereby is, 
granted, effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10817/August 7, 1979 


In the Matter of 


SKANDINAVISKA ENSKILDA BANKEN 
c/o H. Rodgin Cohen, Esq. 

Sullivan & Cromwell 

125 Broad Street 

New York, New York 10004 


(812-4427) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT 


Skandinaviska Enskilda Banken (‘‘Applicant’’) filed an 
application on January 30, 1979, and amendments 
thereto on April 11, 1979, July 2, 1979, and August 6, 
1979, for an order of the Commission pursuant to 
Section 6(c) of the Investment Company Act of 1940 
(“Act’’) exempting Applicant from all provisions of 
the Act. 


On July 9, 1979, a notice was issued (Investment 
Company Act Release No. 10770) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, disposing 
of the application, would be issued as of course un- 
less a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and on the basis of 
the representations in the applications as amended, it 
is found that the granting of the exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that, subject to the condition that Applicant comply 
with its undertakings (1) to ensure that the dealer in 
the proposed commercial paper notes will provide 
each offeree with a memorandum describing Appli- 
cant’s business and containing Applicant’s most 
recent annual audited financial statements, which 
memorandum will be at least as comprehensive as 
those customarily used by United States bank hold- 
ing companies in offering commercial paper in the 
United States, (2) to update such memoranda period- 
ically to reflect material changes in Applicant's finan- 
cial position and (3) to provide States with disclosure 
documents that are at least as comprehensive in their 
description of Applicant, its business and its financial 
condition as those used in the presently proposed 
offering, the application for exemption from all provi- 
sions of the Act be, and hereby is, granted, effective 
forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10818/ August 3, 1979 


In the Matter of 


IDS CASH MANAGEMENT FUND, INC. 
1000 Roanoke Building 
Minneapolis, Minnesota 55402 


(812-4504) 


NOTICE OF FILING OF AN APPLICATION PURSU- 
ANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER OF EXEMPTION FROM THE PROVISIONS 
OF RULES 2a-4 AND 22c-1 UNDER THE ACT. 


NOTICE IS HEREBY GIVEN that IDS Cash Manage- 
ment Fund, Inc. (‘Applicant’), registered under the 
Investment Company Act of 1940 (‘‘Act’’) as an 
open-end, diversified management investment com- 
pany, filed an application on July 11, 1979, and an 
amendment thereto on July 20, 1979, for an order of 
the Commission pursuant to Section 6(c) of the Act, 
exempting Applicant from the provisions of Rules 
2a-4 and 22c-1 under the Act to the extent necessary 
to permit Applicant to compute its net asset value per 
share, for the purpose of effecting sales, redemptions 
and repurchases of its shares, to the nearest one cent 
on a share value of one dollar. Applicant represents 
that in all other respects, its portfolio securities will be 
valued in accordance with the views of the Commis- 
sion set forth in Investment Company Act Release 
No. 9786 (May 31, 1977) (‘‘Release No. 9786’). All 
interested persons are referred to the application on 
file with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 


Applicant represents that it is a ‘‘money market” fund 
whose investment policy is to provide maximum 
current income consistent with liquidity and conser- 
vation of capital. According to the application, its 
portfolio presently may be invested in marketable 
debt securities issued or guaranteed as to principal 
and interest by the United States Government or its 
agencies or instrumentalities, bank certificates of 
deposit, bankers’ acceptances, documented discount 
notes (letter of credit), and high grade commercial 
paper. Applicant further states that in actual practice 
and in keeping with its investment policy since its 
inception in 1975, Applicant's portfolio has been 
invested largely in commercial paper of major United 
States corporations, United States Government obli- 
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gations and the certificates of deposit of banks which 
are among the largest commercial banks in the 
United States and Canada. Applicant further asserts 
that it has not purchased any securities with maturi- 
ties in excess of one year from acquisition. 


Applicant represents that since August 1, 1977, it has 
normally valued its securities at amortized cost. Ap- 
plicant further states, however, that those securities 
maturing over 60 days from the date of valuation are 
valued at either the readily available market price, or 
at approximate market value based on current inter- 
est rates. Securities originally purchased with maturi- 
ties of more than 60 days but which currently mature 
in 60 days or less are valued by Applicant using an 
amortized cost based upon the market value or ap- 
proximate market value on the 61st day before 
maturity. All other securities, including those for 
which market values are not readily available, are 
valued at fair value as determined in good faith by 
Applicant’s Board of Directors, who in making such 
determination, may employ outside organizations 
some of which utilize a matrix or formula method 
which takes into consideration market indices, 
matrices, yield curves, and other specific adjust- 
ments. According to the application, this may result 
in the securities being valued at a price different from 
the price that would have been determined had the 
matrix or formula method not been used. Applicant 
further asserts that all cash and receivables and cur- 
rent payables are carried at their face value while 
other assets are valued at fair value as determined in 
good faith by its Board of Directors. 


Applicant further states that its net income, which is 
determined and declared as a dividend each day, 
presently includes all accrued interest, straight-line 
accretion of original issue discount and premium 
amortization. Applicant’s net asset value includes 
realized and unrealized gains and losses on Appli- 
cant’s portfolio assets. Applicant currently attempts 
to maintain a net asset value per share of $5 per share. 
Applicant further states, however, that because real- 
ized and unrealized gains and losses on such assets 
are included in the calculation of its daily net asset 
value, fluctuations in the value of Applicant’s assets 
cause the daily net asset value to fluctuate. Accord- 
ingly, Applicant proposes to: (1) reduce its net asset 
value per share to $1.00 by means of a 5 for 1 split of 
its shares; and (2) effect sales, repurchases and 
redemptions of its shares at prices calculated to the 
nearest one cent on a share having a $1.00 nominal 
value. 


In support of the relief requested, Applicant states 
that its Board of Directors believes this proposal will 





benefit Applicant and its shareholders. Applicant fur- 
ther believes that the type of investors it seeks to 
attract prefers that the daily income dividends de- 
clared by Applicant reflect income as earned, and 
that its sales and redemption price remain fixed. 
According to Applicant, its directors have concluded 
that stability of capital and a steady, relatively con- 
sistent flow of investment income would benefit 
existing shareholders. Moreover, Applicant asserts 
that, with a relatively fixed price per share, investors 
will have the convenience of being able to determine 
the value of their holdings, simply by knowing the 
number of shares they own. Applicant further states 
that under its proposal the task of maintaining an in- 
vestment record would also be made easier for Appli- 
cant’s shareholders. Applicant also states that this 
proposal is expected to avoid the periodic $.001 
changes in Applicant’s net asset value per share as a 
result of which investors have realized nominal, un- 
wanted capital gains and losses upon redemption of 
their shares. 


Rule 22c-1 under the Act provides, in pertinent part, 
that no registered investment company or principal 
underwriter thereof issuing any redeemable security 
shall sell, redeem, or repurchase any such security 
except at a price based on the current net asset value 
of such security which is next computed after receipt 
of a tender of such security for redemption or of an 
order to purchase or sell such security. Rule 2a-4 
under the Act provides, as here relevant, that ‘’cur- 
rent net asset value’ of a redeemable security issued 
by a registered investment company used in comput- 
ing its price for the purpose of distribution, redemp- 
tion and repurchase shall be determined with refer- 
ence to (1) current market value for portfolio secu- 
rities with respect to which market quotations are 
readily available and (2) for other securities and 
assets, fair value as determined in good faith by the 
board of directors of the registered company. In Re- 
lease No. 9786 the Commission issued an interpre- 
tation of Rule 2a-4 expressing its view that (1) it is in- 
consistent with the provisions of Rule 2a-4 for money 
market funds to value their assets on an amortized 
cost basis except with respect to portfolio securities 
with remaining maturities of 60 days or less and pro- 
vided that such valuation method is determined to be 
appropriate by each respective fund’s board of direc- 
tors, and (2) it is inconsistent with the provisions of 
Rule 2a-4 for money market funds to ‘‘round off’ cal- 
culations of their net asset value per share to the 
nearest one cent on a share value of $1.00, because 
such a calculation might have the effect of masking 
the impact of changing values of portfolio securities 
and therefore might not ‘‘reflect’’ such funds’ proper 
portfolio valuation as required by Rule 2a-4. On the 
basis of the foregoing, Applicant filed an application 


for exemption from the provisions of Rules 2a-4 and 
22c-1 under the Act to permit Applicant to determine 
its net asset value in the manner set forth above. 


Section 6(c) of the Act provides, in part, that the 
Commission may, by order upon application, exempt 
any person, security or transaction, or any class or 
classes of persons, securities or transactions, from 
any provision or provisions of the Act or of any rule 
or regulation thereunder, if and to the extent that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


Applicant submits that the requested exemption is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act be- 
cause it will enable Applicant to maintain, under 
ordinary circumstances, a constant net asset value of 
$1.00 per share as well as the steady flow of invest- 
ment income which investors want in a money 
market fund investment. Applicant has agreed, in 
order to attempt to assure the stability of its price per 
share, that the order it seeks may be conditioned 
upon its adherence to the following conditions: 


1. Applicant's board of directors, in supervising Ap- 
plicant’s operations and delegating special respon- 
sibilities involving portfolio management to Appli- 
cant’s investment adviser, undertakes—as a particu- 
lar responsibility within its overall duty of care owed 
to the shareholders of Applicant —to assure to the ex- 
tent reasonably practicable, taking into account cur- 
rent market conditions affecting Applicant’s invest- 
ment objectives, that Applicant's price per share as 
computed for purposes of effecting sales, redemp- 
tions and repurchases, rounded to the nearest one 
cent, will not deviate from one dollar. 


2. Applicant will maintain a dollar-weighted average 
portfolio maturity appropriate to its objective of main- 
taining a stable price per share. Applicant will not 
purchase a portfolio security with a remaining 
maturity of greater than one year, nor will it maintain 
a dollar-weighted average portfolio maturity in excess 
of 120 days. 


3. Applicant will limit its purchases of portfolio 
instruments to the following: 
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A. Obligations issued or guaranteed by the 
United States Government or its agencies or 
instrumentalities. 


B. Bank certificates of deposit, bankers’ ac- 
ceptances and documented discount notes 
(letters of credit) (hereinafter collectively 
referred to as “bank instruments”) of U.S. 
banks and their branches located outside of 
the U.S. and of U.S. branches of foreign 
banks provided that the issuing bank has 
capital, surplus and undivided profits (as of 
the date of its most recently published annual 
financial statements) in excess of $100 million 
(or th equivalent in the instance of a foreign 
branch of a U.S. bank) at the date of invest- 
ment. Additionally, with regard to the afore- 
mentioned documented discount notes, Ap- 
plicant agrees to limit its investment to notes 
rated A1 or A2 by Standard & Poor's Corpo- 
ration or Prime 1 or Prime 2 by Moody's 
Investors Service, Inc. 


C. Repurchase agreements (agreements 
under which the seller agrees at the time of 
sale of a security to repurchase the security 
at an agreed time and price) for any security 
(but regardless of its maturity) in which 
Applicant is permitted to invest; provided 
that such agreements are limited to transac- 
tions with financial institutions believed by 
Applicant’s investment adviser to present 
minimum credit risk. 


D. Commercial paper of domestic issuers, 
rated Al or A2 by Standard & Poor's Cor- 
poration or Prime 1 or Prime 2 by Moody's 
Investors Service, Inc. at the date of pur- 
chase. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 23, 1979 at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the 
reasons for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549.A 
copy of such request shall be served personally or by 
mail upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
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contemporaneously with the request. As provided 
by Rule O-5 of the Rules and Regulations 
promulgated under the act, an order disposing of 
the application herein will be issued as of course 
following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 i 
Release No. 10819/ August 7, 1979 


In the Matter of 


THIRD GENERATION TAX EXEMPT BOND 
TRUST, SERIES 1 (AND SUBSEQUENT SERIES) 


and 


FIRST ALBANY MUNICIPALS, A DIVISION OF 
FIRST ALBANY CORPORATION 

41 State Street 

Albany, New York 12207 


(812-4442) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 6(c) OF THE ACT FOR ORDER OF THE 
COMMISSION GRANTING EXEMPTION FROM THE 
PROVISIONS OF SECTION 26(a) (2) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Third Generation 
Tax Exempt Bond Trust, Series 1 (and Subsequent 





Series) (the ‘‘Fund’’), a unit investment trust regis- 
tered under the Investment Company Act of 1940 
(the ‘‘Act’’) and its sponsor, First Albany Municipals, 
a Division of First Albany Corporation (‘‘First 
Albany” or the ‘‘Sponsor’’) (hereinafter the Sponsor 
and the Fund are collectively referred to as ‘‘Appli- 
cants”), filed an application on May 4, 1979, and 
amendments thereto on May 11, 1979, and May 17, 
1979, pursuant to Section 6(c) of the Act for an order 
of the Commission exempting the Applicants from 
the provisions of Section 26(a) (2) of the Act to the 
extent necessary to permit the series of the Fund to 
bear the costs of their organizational expenses direct- 
ly. All interested persons are referred to the applica- 
tion on file with the Commission for a statement of 
the representations contained therein, which are 
summarized below. 


Series 1 of the Fund is a unit investment trust, and is 
the first of a series of similar but separate trusts that 
the Sponsor intends to form (hereinafter Series 1 and 
all such Subsequent Series are collectively referred to 
as the “series’’). The series will be created under the 
laws of the Commonwealth of Massachusetts. The 
Applicants filed a Notification of Registration on 
Form N-8A on May 4, 1979, and will file a Form 
N-8B2 Registration Statement within three months of 
said date as required by Rule 8b-5 under the Act. 


Each series of the Fund will be governed by the pro- 
visions of a trust agreement (the ““Agreement’’) to be 
entered into by the Sponsor and a banking corpora- 
tion organized and doing business under the laws of 
the United States or any State, that is authorized to 
exercise corporate trust powers under the laws of the 
Commonwealth of Massachusetts. It is contemplated 
that New England Merchants National Bank will serve 
as Trustee for Series 1. Standard & Poor’s Corpora- 
tion will serve as Evaluator for Series 1. It is planned 
that a separate Agreement will be entered into each 
time a series is created and activated and the debt 
obligations that comprise its portfolio (or contracts 
and funds for the purchase of such debt obligations) 
are deposited with the Trustee. Each Agreement will 
contain standard terms and conditions of trust com- 
mon to the series. 


When a series of the Fund is created, the Sponsor 
and the Trustee will enter into an Agreement and the 
debt obligations to constitute such series of the Fund 
(or contracts and funds for the purchase of such debt 
obligations) will be delivered to and deposited with 
the Trustee by the Sponsor. Simultaneously with the 
deposit of the debt obligations that will comprise that 
series’ portfolio, the Trustee will deliver to the Spon- 
sor for sale to the public registered certificates for 


Units of fractional undivided interest in the Fund (the 
“Units’’). These Units will then be offered for sale to 
the public at the public offering price set forth in the 
prospectus for the Fund, after the 1933 Securities Act 
registration statement has become effective. 


The Applicants state that the debt obligations will not 
be pledged or be in any other way subjected to any 
debt at any time after they are deposited with the 
Trustee. The assets of a series may consist of debt 
obligations initially deposited, such debt obligations 
as may continue to be held from time to time in ex- 
change for or substitution of any of the debt obliga- 
tions, accrued and undistributed interest and undis- 
tributed cash. Certain of the debt obligations may 
from time to time be sold under certain circum- 
stances set forth in the Agreement, or may be re- 
deemed or will mature in accordance with their 
terms. Where the Sponsor believes that the retention 
of certain debt obligations in a series may be 
detrimental to it, such as when there is a default in 
the payment of principal or interest, the Sponsor may 
direct the Trustee to dispose of such debt obliga- 
tions. In such cases, the proceeds from such disposi- 
tions will be distributed to Unitholders and will not be 
reinvested. 


Each Unit of a series will represent a fractional un- 
divided interest in that series. Units are redeemable, 
and in the event that Units are redeemed, the frac- 
tional undivided interest represented by each Unit will 
increase accordingly. Units will remain outstanding 
until redeemed or until termination of the Agreement. 
The Agreement may be terminated by 66 %4% con- 
sent of the Unitholders or, by the Trustee or Sponsor 
in the event that the value of the debt obligations in 
the portfolio of the series falls below 10% of the ag- 
gregate principal amount of the debt obligations ori- 
ginally deposited in that series. In addition, if redemp- 
tions by the Sponsor of unsold Units results in a 
series having less than 40 percent of the principal 
amount of debt obligations initially deposited in such 
series, the series will be terminated. The Agreement 
will also terminate on the earlier of the date of re- 
demption, sale or other disposition of the last debt 
obligation held thereunder, or on a date twenty years 
after the death of the last of six persons named in the 
Agreement. 


Units of a series will be sold to the public either as 
whole Units or in fractional Units rounded to the 
nearest .001 of a whole Unit, or $.01 of the value of a 
whole unit. Each whole Unit will represent 1/100th or 
$10 of each $1,000 principal amount of the debt obli- 
gations in the portfolio of a series. Certificates for 
whole Units will not be issued unless the Sponsor re- 
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ceives a written request from the Unitholder to have a 
Certificate issued. Certificates for fractional Units will 
not be issued in any case. The Applicants state that 
the Sponsor proposes to charge a low sales load 
which will reduce to no load upon meeting the 
volume discount requirements. The proposed sales 
load will be 2% on purchases of 500 to 999 Units, 1% 
on purchases of 1,000 to 4,999 Units and no load on 
purchases of 5,000 or more Units. 


The Sponsor intends, but will not be obligated, to 
maintain a limited secondary market during the initial 
registration period for each series, which is expected 
to expire sixteen months after the date the series is 
organized. The Sponsor intends to reoffer Units 
tendered to the Trustee for redemption during the 
initial registration period of a series only if a current 
order for the purchase of Units in the secondary 
market is received by the Sponsor. The secondary 
market reoffer price will be the aggregate bid side 
evaluation of the underlying debt obligations per Unit 
plus a 2% sales charge. An evaluation will be ordered 
each time a Unit is tendered for redemption or of- 
fered by the Sponsor in the secondary market. After 
termination of the limited secondary market, Unit- 
holders will be able to dispose of their Units only by 
means of redemption. Redemptions of Units due to 
the limited secondary market will have the effect of 
reducing the size and duration of a series, since the 
Trustee will be compelled to sell debt obligations 
from the portfolio of that series in order to meet 
redemptions. 


Applicants state that the Fund proposes to amortize 
the organizational expenses of each series of the 
Fund over the entire life of that series and an adjust- 
ment for an estimated Unit redemption rate of 5% 
per year. The Fund will calculate the initial rate of 
amortization of organizational expenses per Unit as of 
the date of deposit of the underlying debt obligations 
with the Trustee. This initial rate per unit of amortiz- 
able expenses will be utilized by the Applicants as a 
fixed amortization rate per unit which will be applied 
to the number of series units remaining outstanding 
to effect the scheduled amortization of that series’ 
organizational expenses. The Trustee will recompute 
the total amount of amortizable expenses at the be- 
ginning of each calendar year with a factor for an 
estimated 5% reduction in the number of Units out- 
standing through redemption. Applicants further 
state that in the event that a 5% reduction in the 
number of Units of a series occurs prior to the end of 
the calendar year following such Calculation Date 
because of excess redemption of outstanding Units, 
the total amount of amortizable expenses will be re- 
calculated by the Fund. The method to be utilized by 
the Fund to calculate the amount of amortizable 
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expenses for each Calculation Date uses a standard 
amortization formula based on the sum total of Units 
to be amortized over the life of each series. The 
amortizable portion of the organizational expenses 
attributable to a Unitholder will be added to the ex- 
penses charged against the interest account of the 
Unitholder with respect to each monthly or semi- 
annual distribution made to Unitholders of a series. 


Applicants state the entire $60,000 of organizational 
expenses will be charged to each series and paid by 
the Trustee at or shortly after the time that series is 
organized from moneys in the interest account of the 
series which are normally available to the Trustee for 
ordinary banking purposes until they are paid to the 
Unitholders. 


Applicants further state that in the event that the in- 
terest income is_ insufficient to meet the 
organizational expenses, the Trustee will advance the 
necessary moneys at no interest to pay the organiza- 
tional expenses. The Applicants state that the 
Trustee will be reimbursed from the interest income 
account of the series for any advances so made. The 
Applicants have represented that because each 
series’ organizational expenses will be paid solely out 
of such “‘float’’, the principal amount of the debt 
olbigations deposited in the series will not be affected 
The Applicants have further represented that the 
income distributions to Unitholders huring the first 
year of each Fund series will only be reduced by the 
Unitholders’ pro rata share of the series’ normal ex- 
penses and amortized organizational expenses, even 
though the entire amount of that series’ 
organizational expenses will have been paid out of 
moneys from the interest account. To make certain 
this will be the case the Applicants have represented, 
in the event the interest income account of each 
Fund series is insufficient to pay the scheduled 
income distributions to the Unitholders, the Trustee 
will advance the necessary funds to pay the income 
distributions on a noninterest bearing basis. The 
Trustee will reimburse itself for any such advances 
from income payments made by issuers of bonds 
contained in the series’ underlying bond portfolio. 


Applicants state that the Agreement for each series 
of the Fund will provide that the following 
organizational expenses will be charged to that series 
and amortized over its life: (1) legal and audit fees 
incurred in connection with the organization of the 
series; (2) registration and compliance filing fees 
including blue sky requirements; (3) the initial evalua- 
tion fee; (4) the preparation and printing of Unit 
certificates; and (5) typesetting, printing and 





preparation and filing of registration statements for 
federal and blue sky registrations. The Applicants 
have represented that the Agreement for each series 
will specifically provide that all distribution, sales or 
promotional expenses will be borne by the Sponsor 
and not by the Fund. 


Section 26(a)2 of the act requires that an indenture 
for a registered unit investment trust provide: 


. in substance, (A) that during the life of 
the trust the trustee or custodian, if not 
otherwise renumerated, may charge against 
and collect from the income of the trust, and 
from the corpus thereof if no income is 
available, such fees for its services and such 
reimbursement for its expenses as are 
provided for in such instrument; (B) that no 
such charge or collection shall be made 
except for services theretofore performed or 
expenses theretofore incurred; (C) that no 
payment to the depositor of or a principal 
underwriter for such trust, or to any affiliated 
person or agent of such depositor or 
underwriter, shall be allowed the trustee or 
custodian as an expense (except that 
provision may be made for the payment to 
any such person of a fee, not exceeding such 
reasonable amount as the Commission may 
prescribe as compensation for performing 
bookkeeping and other administrative ser- 
vices, of a character normally performed by 
the trustee or custodian itself); and (D) that 
the trustee or custodian shall have posses- 
sion of all securities and other property in 
which the funds of the trust are invested, all 
funds held for such investment, all equaliza- 
tion, redemption and other special funds of 
the trust, and all incoem upon, accretions to, 
and proceeds of such property and funds, 
and shall segregate and hold the same in 
trust (subject only to the charges and collec- 
tions allowed under clauses (A), (B), and (C) 
until distribution thereof to the security 
holders of the trust... . 


The Applicants assert that the purpose of Section 
26(a) (2) of the Act is to preserve the assets of 
registered unit investment trusts and to prevent 
securityholders thereof from being subjected to 
purported ‘‘custodian’’ charges which, instead of 
compensating the custodian for custodianship 
services actually rendered, in fact provide additional 
renumeration to the promoters. The Applicants state 
that the organizational expenses which will be 
charged to the Fund will be for services actually 
performed and will not be disguised fees to the 


promoters. Applicants represent that no part of the 
payments out of series assets for organizational 
expenses will be made to or otherwise inure to the 
benefit of the Sponsor. 


In support of granting their requested exemption, 
Applicants maintain that significant economic 
benefits and savings will inure to the Unitholders by 
amortizing the organizational expenses over the life of 
a series. Applicants state that the initial cost to an 
investor of purchasing Units of the Fund will be 
significantly lower due to the reduced or no sales 
load. Furthermore, Applicants state that because of 
the reduced or no sales load an investor will be able 
to retain the use and benefit of his money that 
otherwise would be paid by him to the Fund in the 
form of a high sales load. 


In addition, Applicants state the savings from the 
reduced or no sales load could be used by investors 
to purchase additional Units thus producing an 
additional return on their investment. Applicants also 
state that as a result of the reduced or no sales load 
proposed to be charged by the Fund, investors will be 
able to enjoy a greater rate of return by investing in 
the Fund rather than other conventional unit 
investment trusts. Applicants maintain that an 
investment in the Fund, whether heod for a long or 
short period of timee, will produce a higher rate of 
return than an identical investment in a conventional 
unit investment trust. 


In addition, due to the low or no sales load proposed 
to be charged by the Fund, Applicants argue that 
investors will suffer a smaller loss of capital. Appli- 
cants state that a sales load represents a permanent 
loss of capital which is not recovered by the investor 
whether his Units are held to maturity, redeemed or 
repurchased by the Sponsor in the secondary market. 
Finally, Applicants maintain that amortizing the 
organizational expenses of each series over the life of 
that series is fairer than paying such expenses by 
means of a high initial sales load since the expenses 
will be allocated to investors based on the quantity of 
Units they purchase and the length of time their Units 
are held. 


The Applicants therefore request an exemption from 
the provisions of Section 26(a)(2) of the Act for 
Series 1 and all subsequently created series to the 
extent necessary to permit the Fund and its Sponsor 
to operate in the manner proposed. 


Section 6(c) of the Act provides, in pertinent part, 
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that the Commission, by order upon application, may 
conditionally or unconditionally exempt any person, 
security, or transaction, or any class or classes of 
persons, securities or transactions, from any 
provision of the Act or of any rule or regulation under 
the Act. if and to the extent such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 4, 1979, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon 
Applicants at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 


by Rule O-5 of the Rules and Regulations 
promulgated under the act, an order disposing of 
the application herein will be issued as of course 


following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission's own motion. Persons who 
request a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


POST-och KREDITBANKEN, PKBANKEN 
c/o David T. Halvorson, Esq. 

Sullivan & Cromwell 

125 Broad Street 

New York, New York 10004 


(812-4454) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT. 


Post-och Kreditbanken, Pkbanken (‘‘Applicant’’) filed 
an application on March 22, 1979, and amendments 
thereto on May 24, 1979, July 9, 1979, and August 6, 
1979, requesting that the Commission issue an order 
pursuant to Section 6(c) of the Investment Company 
Act of 1940 (‘‘Act’’) exempting Applicant from all 
provisions of the Act. 


The amendments of July 9, 1979, and August 6, 
1979, confirm several representations made by Appli- 
cant and summarized in the notice of the above ap- 
plication. Specifically, the amendments state that the 
Applicant does not request Commission review or 
approval of the opinion of its United States counsel 
regarding the availability of an exemption under Sec- 
tion 3(a) (3) of the Securities Act of 1933 (‘‘Securities 
Act’) for Applicant’s proposed commercial paper 
offering, in reliance upon which Applicant intends to 
sell its commercial paper notes without registration 
under the Securities Act; that the presently proposed 
issue of securities and all future issues of securities 
shall have received prior to issuance one of the three 
highest investment grade ratings from at least one 
nationally recognized statistical rating organization 
and that its United States counsel shall have certified 
that such rating has been received; that Applicant will 
ensure that the commercial paper dealer will provide 
each offeree of the notes with a memorandum which 
briefly describes Applicant’s business and its most 
recent annual audited financial statements; that such 
memoranda will be as comprehensive as those used 
by U.S. bank holding companies in offering commer- 
cial paper in the United States and will be updated 
periodically to reflect material changes in Applicant's 
financial position and, finally, that, in the case of 
future offerings of its securities in the United States, 
Applicant will ensure that each offeree of such secu- 


rities will be provided with such disclosure docu- 
ments. 





On July 9, 1979, a notice was issued of the filing of 
the above application (Investment Company Act Re- 
lease No. 10765). The notice gave interested persons 
an opportunity to request a hearing, and stated that 
an order disposing of the application would be issued 
as of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commis- 
sion has:not ordered a hearing. 


The matter has been considered, and it is tound that 
the granting of the requested exemption is appropri- 
ate in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intended 
by the policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from all provisions 
of the Act be, and hereby is, granted, effective forth- 
with, subject to the following conditions: 1) Applicant 
will ensure that the commercial paper dealer in its 
presently proposed offering will provide each offeree 
of Applicant’s commercial paper notes with a mem- 
orandum which briefly describes Applicant's business 
and contains Applicant’s most recent annual audited 
financial statements; such memorandum will be at 
least as comprehensive as those customarily used by 
U.S. bank holding companies in offering commercial 
paper in the United States and will be updated 
periodically to reflect material changes in Applicant's 
financial position, and 2) any future offerings of Ap- 
plicant’s securities in the United States will be done 
on the basis of disclosure documents at least as com- 
prehensive in their description of Applicant, its busi- 
ness and its financial condition as the dealer's 
memorandum and financials that will be used in the 
presently proposed offering, and Applicant will 
ensure that each offeree of such securities will be 
provided with such disclosure documents. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


KANSALLIS-OSAKE-PANKKI 
c/o John W. Erickson, Esq. 
White & Case 

289 Park Avenue 

New York, New York 10017 


(812-4462) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS 
OF THE ACT. 


Kansallis-Osake-Pankki (‘‘Applicant’’) filed an applica- 
tion on April 12, 1979, and amendments thereto on 
July 2, 1979, and July 27, 1979, requesting that the 
Commission issue an order pursuant to Section 3(b) 
(2) of the Investment Company Act of 1940 (‘Act’) 
declaring that Applicant is not an investment com- 
pany within the meaning of the Act, or, alternatively, 
for an order pursuant to Section 6ic) of the Act 
exempting Applicant from all provisions of the Act. 


The amendment of July 27, 1979, confirms several 
representations made by Applicant and summarized 
in the notice of the above application. Specifically, 
the amendment states that the Applicant does not 
request Commission review or approval of the opin- 
ion of its United States counsel regarding the avail- 
ability of an exemption under Section 3(a) (3) of the 
Securities Act of 1933 (‘Securities Act’’) for Appli- 
cant’s proposed commercial paper offering, in 
reliance upon which Applicant intends to sell its com- 
mercial paper notes and bankers’ acceptances with- 
out registration under the Securities Act. The amend- 
ment also states that the presently proposed issue of 
securities and all future issues of securities shall have 
received prior to issuance one of the three highest 
investment grade ratings from at least one nationally 
recognized statistical rating organization and that its 
United States counsel shall have certified that such 
rating has been received. 


On July 9, 1979, a notice was issued of the filing of 
the above application (Investment Company Act Re- 
lease No. 10765). The notice gave interested persons 
an opportunity to request a hearing, and stated that 
an order disposing of the application would be issued 
as of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commis- 
sion has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the exemption requested pursuant to 
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Section 6(c) of the Act is appropriate in the public 
interest and consistent with the protection of inves- 
tors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from all provisions 
of hte Act be, and hereby is, granted, effective forth- 
with, subject to the following conditions: (1) Appli- 
cant will ensure that the commercial paper dealer in 
its presently proposed offering will provide each 
offeree who indicates an interest in the Applicant's 
securities, prior to any sale of its commercial paper 
notes or bankers’ acceptances to such offeree, with a 
disclosure memorandum at least as comprehensive as 
those used in commercial paper offerings and 
bankers’ acceptance offerings in the United States; 
such memorandum will describe Applicant's busi- 
ness, and contain the most recent publicly available 
fiscal year-end balance sheet and income statement 
of the Applicant, which shall have been audited in 
such manner as is customarily done for the Applicant 
by Finnish auditors, and the most recent publicly 
available unaudited interim balance sheet and income 
statement, and will be updated periodically to reflect 
material changes in Applicant's financial status, and 
(2) any future offerings of Applicant’s securities in the 
United States will be made on the basis of disclosure 
documents at least as comprehensive as those used 
in the presented proposed offering, and Applicant will 
ensure that such disclosure documents will be pro- 
vided to each offeree who has indicated an interest in 
Applicant's securities then being offered, prior to any 
sale of such securities to such offeree, except that in 
the case of an offering made pursuant to a registra- 
tion statement under the Securities Act, such dis- 
closure documents will be provided to such persons 
and in such manner as may be required by the Secu- 
rities Act and the rules and regulations thereunder. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Investment Company Contracts for Services With 
Affiliated Persons 


Withdrawal of Proposed Rule Amendment 
AGENCY: Securities and Exchange Commission. 
ACTION: Withdrawal of proposed rule amendment. 


SUMMARY: The Securities and Exchange Commis- 
sion is withdrawing a proposed amendment to a rule 
which would have exempted investment companies 
entering into contracts for services with their 
affiliated persons from the requirement of filing an 
application with the Commission for an order approv- 
ing such contracts, if the contracts met with certain 
conditions. The proposed amendment is being with- 
drawn because of the lapse of time since its proposal. 
It is expected that the subject matter of the proposal 
will be reconsidered by the Investment Company Act 
Study Group. 


EFFECTIVE DATE: August 8, 1979. 


FOR FURTHER INFORMATION CONTACT: 


Diane E. O’Donnell, Esq. 

Division of Investment Management 
Securities and Exchange Commission 
Washington, D.C. 20549 

(202) 755-1796. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today is withdrawing a 
proposed amendment to rule 17d-1 [17 CFR 
§270.17d-1] under the Investment Company Act of 
1940 (the “‘Act’’) [15 U.S.C. 80a-1 et seq.] regarding 
contracts for non-advisory services entered into by 
investment companies with their affiliated persons or 
principal underwriters. The amendment, which was 
proposed in Investment Company Act Release No. 
8245 (Feb. 25, 1974) [39 FR 8935, March 7, 1974], 
would have excluded such service contracts from the 
definition of ‘joint enterprise or other joint arrange- 
ment or profit-sharing plan” in paragraph (c) of rule 
17d-1, if the contract complied with certain condi- 
tions. The effect of the proposed amendment would 
have been to exempt service contracts with affiliates 
from the requirement of prior Commission review and 
approval which is prescribed by section 17(d) of the 
Act [15 U.S.C. 80a-17(d)] and rule 17d-1 thereunder 
for joint transactions of investment companies with 
their affiliated persons. The proposed exemption was 





conditioned on approval and renewal of the service 
contract in the manner required for investment advi- 
sory contracts by sections 15(a) and (c) of the Act [15 
U.S.C. 80a-15(a), (c)] and findings by a majority of 
the disinterested directors of the investment com- 
pany, made in the course of a review such as would 
have been made if section 15 were applicable, that: 
(A) the contract was in the best interest of the com- 
pany and its shareholders; (B) the services to be per- 
formed pursuant to the contract were services re- 
quired for the operation of the company; (C) the affil- 
iated person could provide services the nature and 
quality of which were at least equal to those provided 
by others offering the same or similar services; and 
(D) the fees for such services were fair and reason- 
able in light of the usual and customary charges 
made by others for services of the same nature and 
quality. 


Ten letters of comment were received on the pro- 
posed amendment to rule 17d-1(c). A majority of the 
commentators questioned the Commission’s author- 
ity to make rules regarding service contracts with af- 
filiates pursuant to section 17(d) of the Act. The pro- 
posed requirement of shareholder approval of such 
contracts was also criticized as being inefficient and 
inappropriate. 


The Commission has not taken any action on the pro- 
posed amendment to rule 17d-1 since its issuance in 
1974. In addition, it is expected that the subject 
matter of the proposal will be reconsidered by the 
Investment Company Act Study Group. In view of 
the lapse of time since the amendment was pro- 
posed, the Commission believes it would be advisable 
to withdraw it at this time. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








The Division of Investment Management has taken 
no-action position with regard to service contracts 
which comply with the provisions of the proposed 
rule. See Pegasus Income & Capital Fund, Inc. (avail- 
able Dec. 31, 1977) (transfer agency, registrar, divi- 
dend disbursing and fund management services); 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10823/ August 8, 1979 


In the Matter of 


AMERICAN GENERAL ENTERPRISE FUND, INC. 
and 


AMERICAN GENERAL SHARES, INC. 
2777 Allen Parkway 
Houston, Texas 77019 


(812-4493) 


ORDER PURSUANT TO SECTION 17(b) OF THE 
ACT EXEMPTING PROPOSED TRANSACTION 
FROM THE PROVISIONS OF SECTION 17(a) OF 
THE ACT. 


On July 13, 1979, a notice was issued (Investment 
Company Act Release No. 19778) of an application 
filed by American General Enterprise Fund, Inc. 
(‘Enterprise’) and American General Shares, Inc. 
(““Shares’’), which is comprised of two series, Amer- 
ican General Capital Growth Fund and American 
General Income Fund (hereinafter collectively referred 
to as “‘Applicants’’), each Applicant being registered 
under the Investment Company Act of 1940 (‘‘Act’’) 
as an open-end, diversified, management investment 
company, on June 15, 1979, and an amendment 
thereto on July 9, 1979, pursuant to Section 17(b) of 





Investors Syndicate of America, Inc. (availability May 
19, 1977) (mortgage servicing and management ser- 
vices); Funds, Inc. (available Oct. 4, 1975) (transfer 
agency, dividend disbursing and other administrative 
services); Arnold Bernhard & Co. [1974-1975 Transfer 
binder] Fed. Sec. L. Rep. (CCH) 480,071 (available 
Sept. 18, 1974) (transfer agency, computer and 
shareholder services). In addition, it appears that 
some investment companies informally rely upon the 
provisions of the proposed amendment in entering 
into service contracts with affiliates. Withdrawal of 
the proposed amendment is not intended to indicate 
any change in the no-action positions of the Division 
of Investment Management. Moreover, the Commis- 
sion does not intend its withdrawal of the proposed 
rule to indicate that action in accordance with its pro- 
visions would be inappropriate. 
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the Act, for an order of the Commission exempting 
from the provisions of Section 17(a) of the Act the 
proposed merger of Shares into Enterprise through 
the exchange of shares of Enterprise, at net asset 
value, for the assets of Shares. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found, on 
the basis of the information stated in the application, 
that the terms of the proposed transaction, including 
the consideration to be paid or received, are reason- 
able and fair and do not involve overreaching on the 
part of any person concerned, and that the proposed 
transaction is consistent with the policies of the 
Applicants and with the general purposes of the Act. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 17(b) of the 
Act, that the proposed merger of Shares into Enter- 
prise through the exchange of shares of Enterprise at 
net asset value for the assets of Shares be, and 
hereby is, exempted from the provisions of Section 
17(a) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10824/ August 8, 1979 


In the Matter of 


INTERCAPITAL LIQUID ASSET FUND, INC., 
ET AL. 
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Applications of: 


MONEY MARKET MANAGEMENT, INC., ETAL. 
421 Seventh Avenue 

Pittsburgh, Pennsylvania 15219 

(812-4177) 


INSTITUTIONAL LIQUID ASSETS 
8700 Sears Tower 

Chicago, Illinois 60606 
(812-4208) 


FUND FOR GOVERNMENT INVESTORS, INC. 
1735 K Street, N.W. 

Washington, D.C. 20006 

(812-4216) 


and 


FEDERATED MASTER TRUST 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 
(812-4236) 


Administrative Proceeding File Nos. 3-5431, 3- 
5525 and 3-5657 


ORDER GRANTING APPLICATIONS FOR 
EXEMPTIONS FROM SECTION 2(a)(41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER TO 
PERMIT THE USE OF AMORTIZED COST VALUA- 
TION, AND CANCELLING HEARING ON SUCH 
APPLICATIONS. 


In Investment Company Act Release Nos. 9967 
(October 21, 1977), 10007 (November 10, 1977), 
10000 (November 8, 1977), and 10190 (April 5, 
1978), respectively, notices were issued of the fil- 
ing of applications by: (1) Money Market 
Management, Inc., and Trust for Short-Term U.S. 
Government Securities; (2) Fund for Government 
Investors, Inc. (‘Government Investors”); (3) Insti- 
tutional Liquid Assets, Inc.;' and Federated Master 





‘During the pendency of this proceeding, Institu- 
tional Liquid Assets, Inc. (“ILA”), reorganized as a 
business trust with two separate portfolios 
(‘‘series’’). Accordingly, where appropriate, 
references herein to ILA shall be deemed to refer to 
the successor trust, and this order shall be deemed 
to be applicable to such trust, its two existing series, 
and any series hereinafter created. 





Trust (collectively ‘‘Applicants’’).2 The applications 
requested orders of the Commission, pursuant to 
Section 6(c) of the Investment Company Act of 1940 
(‘‘Act’’), exempting Applicants from the provisions 
of Section 2(a)(41) of the Act, and Rules 2a-4 and 
22c-1 thereunder, to permit, generally, the valua- 
tion of portfolio instruments on an amortized cost 
basis. In addition, ILA requested that its principal 
underwriter, Salomon Brothers, be exempted from 
the provisions of Rule 22c-1 to permit ILA to value 
its assets on such basis. 


Applicants are registered under the Act as open- 
end, diversified, management investment 
companies, and describe themselves as ‘‘money 
market” funds. Prior to the filing of the applications, 
the Commission expressed its view that, among 
other things, (1) Rule 2a-4 under the Act requires 
that portfolio instruments of ‘‘money market” funds 
be valued with reference to market factors, and (2) it 
would be_ inconsistent, generally, with the 
provisions of Rule 2a-4 for a ‘‘money market” fund 
to value its portfolio instruments on an amortized 
cost basis (Investment Company Act Release No. 
9786, May 31, 1977). 


The aforementioned notices gave _ interested 
persons an opportunity to request hearings on the 
applications and stated that orders granting such 
applications would be issued as of course unless 
the Commission ordered hearings thereon, either 
upon request or upon the Commission’s motion. 
The Dreyfus Corporation and Reserve Management 
Corporation, investment advisers to ‘money 
market’ Funds, filed requests for such hearings. 


On April 12, 1978, having determined that it was 
appropriate in the public interest and consistent 
with the protection of investors to hold hearings 





2Money Market Management, Inc., Trust for Short- 
Term U.S. Government Securities, and Federated 
Master Trust are hereinafter collectively referred to 
as the ‘Federated Applicants.” 


3Prior to determining whether to order hearings on 
the applications, the Commission determined it to 
be appropriate to grant temporary exemptions to 
Applicants, among others, subject to the condi- 
tions upon the use of amortized cost valuation 
agreed to by Applicants in their respective appli- 
cations. Investment Company Act Release Nos. 
10027 (November 28, 1977) and 10190 (April 5, 
1978). 


with respect to the applications, the Commission 
ordered hearings pursuant to Section 40(a) of the 
Act and, pursuant to Rule 10 of the Commission's 
Rules of Practice (“Rules of Practice’), ordered that 
the applications be joined for hearing and that the 
proceedings on the applications be consolidated 
(Investment Company Act Release No. 10201) 
(“Order for Hearing’’).* 


The hearing commenced on November 20, 1978,5 
and concluded on March 26, 1979, after 12 days of 
testimony from witnesses called by Applicants, the 





4The Order for Hearing also set down for hearing in 
the consolidated proceeding similar applications 
filed by other “money market” funds, some of which 
applications requested exemptions to permit the 
“rounding” of calculations of net asset value per 
share to the nearest one cent on share values of 
$1.00. In Investment Company Act Release No. 
9786, the Commission had expressed its view that 
such method of pricing shares would be 
inconsistent with the requirements of Rule 2a-4 
under the Act. 


On October 26, 1978, prior to the commencement 
of the hearing, and after waivers of objection by the 
companies which requested hearings and which 
are participants in the hearing, the Commission 
issued an order (Investment Company Act Release 
No. 10451) granting, subject to specified condi- 
tions, the applications of nine of the companies in- 
volved in the consolidated proceeding, which com- 
panies either originally requested, or amended their 
applications to request, exemptions to enable the 
calculation of net asset value per share to the 
nearest one cent on a share value of $1.00. Among 
other things, the order also cancelled the hearing 
which had been ordered on those applications. 
Although the order granted the amended applica- 
tion of ILA, upon application the Commission sub- 
sequently issued an order which, /nter alia, 
reinstated ILA’s application for exemptions to en- 
able the use of amortized cost valuation and the 
order for hearing thereon (Investment Company Act 
Release No. 10612, February 28, 1979). 


5First Multifund for Daily Income, Inc. (‘’Multi- 
fund”), filed an application for an order permitting 
the use of amortized cost valuation, and is a party to 
the hearing by virtue of an order issued by the Com- 
mission on August 18, 1978 (Investment Company 
Act Release No. 10366), joining the application of 
Multifund for consideration in the consolidated 
hearing. 
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Division of Investment Management, and one of the 
participants in the hearing. An initial decision was 
not waived, and proposed findings of facts and con- 
clusions of law, and briefs have been filed with the 
Administrative Law Judge by Applicants. 


NOTICE IS HEREBY GIVEN that Applicants have 
proposed and submitted Offers of Settlement 
(“Offers”) to the Division of Investment Manage- 
ment, in accordance with the provisions of Rule 8(a) 
(1) of the Rules of Practice.6 The Offers specify 
certain conditions upon which Applicants believe it 
would be appropriate to grant their applications for 
exemptions to permit the utilization of amortized 
cost valuation. Dreyfus Liquid Assets, Inc., and 
Reserve Management Corporation, participants in 
the hearing, have waived any objection to the grant- 
ing of the applications subject to the conditions 
offered by Applicants. Pursuant to Rule 8(a)(3) of 
the Rules of Practice, the Division of Investment 
Management presented the Offers to the 
Commission with its favorable recommendation. 


As here pertinent, Section 2(a)(41) of the Act de- 
fines value to mean: (i) with respect to securities for 
which market quotation are readily available, the 
market value of such securities, and (ii) with respect 
to other securities and assets, fair value as deter- 
mined in good faith by the board of directors. Rule 
22c-1 adopted under the Act provides, in part, that 
no registered investment company or principal 
underwriter therefor issuing any redeemable 
security shall sell, redem or repurchase any such 
security except at a price based on the current net 
asset value of such security which is next computed 
after receipt of a tender of such security for re- 
demption or of an order to purchase or to sell such 
security. Rule 2a-4 adopted under the Act provides, 
as here relevant, that the ‘current net asset value” 
of a redeemable security issued by a registered 
investment company used in computing its price for 
the purposes of distribution and redemption shall be 
an amount which reflects calculations made 
substantially in accordance with the provisions of 
that Rule, with estimates used where necessary or 
appropriate. Rule 2a-4 further states that portfolio 
securities with respect to which market quotations 
are readily available shall be valued at current 
market value, and that other securities and assets 
shall be valued at fair value as determined in good 
faith by the board of directors of the registered 
company. 





6Multifund has not 
Settlement. 


submitted an Offer of 
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Applicants have requested exemptions from 
Section 2(a)(41) of the Act, and Rules 2a-4 and 22c- 
1 thereunder, to the extent necessary to permit their 
use of the amortized cost method of valuation. They 
assert that many of their investors require an 
investment vehicle that offers a constant net asset 
value per share and a relatively smooth stream of 
investment income, and state that many of their 
shareholders would seek other investment alterna- 
tives if such investors could not expect ordinarily 
that shares of Applicants would be purchased and 
redeemed at constant net asset values per share. 
Applicants further assert that use of the amortized 
cost method of valuation permits them to provide an 
investment vehicle with these features. 


Section 6(c) of the Act provides, in part, that the 
Commission upon application may conditionally or 
unconditionally exempt any person, security or 
transaction or any class or classes of persons, 
securities or transactions, from any provision or 
provisions of the Act or of the rules thereunder, if 
and to the extent that such exemption is necessary 
or appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. 


Applicants state that they have submitted the Offers 
in order to facilitate a rapid conclusion of the ad- 
ministrative proceeding and to avoid extended post- 
hearing procedures. In their Offers, each of the 
Applicants have proposed the following conditions 
upon their use of amortized cost valuation: 


1. In supervising Applicant's 
operations and delegating special re- 
sponsibilities involving portfolio 
management to Applicant’s investment 
adviser, Applicant's Board of Directors 
(Trustees) undertakes—as a particular 
responsibility within the overall duty of 
care owed to its shareholders 
(unitholders)—to establish procedures 
reasonably designed, taking into account 
current market conditions and 
Applicant’s investment objectives, to 
stabilize Applicant's net asset value per 
share (unit), as computed for the purpose 
of distribution, redemption and 
repurchase, at $1.00 per share (unit). 


2. Included with the procedures to be 
adopted by the Board of Directors 
(Trustees) shall be the following: 





(a) Review by the Board of Directors 
(Trustees) as they deem appropriate and 
at such intervals as are reasonable in 
light of current market conditions, to 
determine the extent of deviation, if any, 
of the net asset value per share (unit) as 
determined by using available market 
quotations from the $1.00 amortized cost 
price per share (unit), and maintenance 
of records of such review.’ 


(b) In the event such deviation from 
the $1.00 amortized cost price per share 
(unit) exceeds % of 1%, a requirement 
that the Board of Directors (Trustees) will 
promptly consider what action, if any, 
should be initiated. 


(c) Where the Board of Directors 
(Trustees) believes the extent of any 
deviation from Applicant’s $1.00 amor- 
tized cost price per share (unit) may result 
in material dilution or other unfair results 
to investors or existing shareholders 
(unitholders), it shall take such action as 
it deems appropriate to eliminate or to 
reduce to the extent reasonably 
practicable such dilution or unfair 
results, which action may include: re- 
demption of shares (units) in kind; selling 
portfolio instruments prior to maturity ta 
realize capital gains or losses, or to 
shorten Applicant’s average portfolio 
maturity; withholding dividends; or utiliz- 
ing a net asset value per share (unit) as 
determined by using available market 
quotations. 


3. Applicant will maintain a dollar- 
weighted average portfolio maturity ap- 
propriate to its objective of maintaining a 
stable net asset value per share (unit); 
provided, however, that Applicant will 





7Applicants state that to fulfill this condition they 
intend to use actual quotations or estimates of 
market value reflecting current market conditions 
chosen by their Boards of Directors (Trustees) in the 
exercise of their discretion to be appropriate indica- 
tors of value. In addition, the Federated Applicants 
and ILA state that the quotations or estimates 
utilized may include, inter alia, (1) quotations or 
estimates of market value for individual portfolio in- 
struments, or (2) values obtained from yield data re- 
lating to classes of money market instruments 
published by reputable sources. 


not (a) purchase any instrument with a 
remaining maturity of greater than one 
year, or (b) maintain a dollar-weighted 
average portfolio maturity in excess of 
120 days.® 


4. Applicant will record, maintain and 
preserve permanently in an_ easily 
accessible place a written copy of the 
procedures (and any _ modifications 
thereto) described in condition 1 above, 
and Applicant will record, maintain and 
preserve for a period of not less than six 
years (the first two years in an easily 
accessible place) a written record of the 
Board of Directors’ (Trustees) considera- 
tions and actions taken in connection 
with the discharge of its responsibilities, 
as set forth above, to be included in the 
minutes of the Board of Directors’ 
(Trustees’) meetings. The documents 
preserved pursuant to this condition 
shall be subject to inspection by the 
Commission in accordance with Section 
31(b) of the Act as though such 
documents were records required to be 
maintained pursuant to rules adopted 
under Section 31(a) of the Act. 


5. Applicant will limit its portfolio 
investments, including repurchase 
agreements, to those instruments which 
the Board of Directors (Trustees) deter- 
mines present minimal credit risks, and 
which are of high quality as determined 
by any major rating service or, in the case 
of any instrument that is not so rated, of 
comparable quality ag determined by the 
Board of Directors (Trustees).® 





8In fulfilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce its dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 


®The Offer of Government Investors does not con- 
tain a condition respecting the quality of portfolio 
instruments. However, Government Investors has 
agreed to condition its use of amortized cost 
valuation upon its continuing to limit its portfolio 
investments, including repurchase agreements, to 
short-term securities issued by the U.S. 
Government, its agencies and instrumentalities. 
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6. Applicant will include in each 
quarterly report, as an attachment to 
Form N-1Q, a statement as to whether 
any action pursuant to condition 2(c) was 
taken during the preceding fiscal quarter, 
and, if any action was taken, will describe 
the nature and circumstances of such 
action. 


An initial decision in this proceeding has been 
neither waived nor rendered. Thus, the testimony 
and evidence adduced at the hearing has not yet 
come before the Commission for its consideration. 
Accordingly, the Commission has not determined 
whether the use of amortized cost valuation under 
conditions other than those proposed in the Offers 
would be appropriate. 


The Commission has considered the matter and, in 
particular, (1) the conditions upon the use of 
amortized cost valuation to which Appliants have 
agreed and (2) the waivers by the participants inthe 
hearing of any objections to the granting of the 
applications upon such conditions. In view of the 
foregoing, the Commission finds that a hearing on 
Aplicants’ applications is no longer necessary inthe 
public interest or for the protection of investors, and 
that the granting of the requested exemptions, 
subject to the conditions set forth in the Offers and 
described above, is appropriate in the public interest 
and consistent with the protection of investors and 
the purposes fairly intended by the policy and pro- 
visions of the Act. In order to permit Applicants to 
modify their procedures respecting the use of 
amortized cost valuation prior to the expiration of 
the temporary orders referred to above, the 
Commission further finds it to be appropriate to 
delay for 30 days the effectiveness of its order inthis 
matter. Accordingly, 


IT IS ORDERED, pursuant to Section 38(a) of the 
Act, that the hearing on the application of Appli- 
cants is hereby cancelled, effective forthwith. 


IT IS FURTHER ORDERED, pursuant to Sections 6(c) 
and 38(a) of the Act, that the requested exemptions 
from the provisions of Section 2(a)(41) of the Act 
and Rules 2a-4 and 22c-1 promulgated under the 
Act be, and hereby are, granted, each subject to the 
conditions set forth in the respective Offers and de- 
scribed above, effective 30 days subsequent to the 
issuance of this order, whereupon the orders 
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temporarily granting Applicant’s applications shall 
terminate. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10825/August 9, 1979 


In the Matter of 


SHENANDOAH VARIABLE ANNUITY FUND A 
2301 Brambleton Avenue SW 
Roanoke, VA 24015 


(811-1782) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT APPLICANT HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Shenandoah 
Variable Annuity Fund A (‘Applicant’), an open- 
end, diversified, management investment company 
registered under the Investment Company Act of 
1940 (the ‘‘Act’’), filed an application on July 17, 
1979, for an order of the Commission declaring that 
Applicant has ceased to be an investment company 
as defined in the Act. Applicant has distributed all of 
its assets to its securityholders and has effected a 
winding-up of its affairs. All interested persons are 
referred to the application on file with the 
Commission for a statement of the representations 
which are contained therein and summarized 
below. 


Applicant is a variable annuity separate account of 
the Shenandoah Life Insurance Company 
established pursuant to state law of Virginia on 
February 23, 1968. Applicant registered under the 
Act on December 18, 1968. Its registration state- 





ment under the Securities Act of 1933 was filed on 
December 18, 1968, and became effective on 
September 22, 1969. 


In a special meeting on May 16, 1978, Applicant's 
Board of Managers unanimously approved a plan of 
liquidation and recommended its acceptance by 
contractowners. In a special meeting on August 17, 
1978, Applicant's contractowners considered and 
approved said plan. Applicant has now distributed 
all of its assets and has no liabilities or security- 
holders. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission, upon application, 
finds that a registered investment company has 
ceased to be an investment company, it shall so de- 
clare by order and, upon the taking effect of such 
order, the registration of such company shall cease 
to be in effect. 


Accordingly, Applicant has requested the 
Commission to issue an order pursuant to Section 
8(f) of the Act declaring that it has ceased to be an 
investment company. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than September 4, 1979, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application 
accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon 
Applicants at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
by Rule O-5 of the Rules and Regulations 
promulgated under the act, an order disposing of 
the application herein will be issued as of course 
following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders 


issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 8832/August 8, 1979 


SECURITIES AND EXCHANGE COMMISSION v. 
JOHN WAGENER, et al., 79 Civil 410 (N.D.N.Y.) 
(HGM) 


Donald N. Malawsky, Associate Regional 
Administrator of the New York Regional Office of 
the Securities and Exchange Commission, 
announced that on July 23, 1979, the Honorable 
Howard G. Munson, Judge, United States District 
Court for the Northern District of New York, signed 
and entered a Final Judgment of Permanent 
Injunction by Consent of John Wagener, Robert 
Hayes, General Tool and Die Company, Inc., and 
First Allegheny Corporation. 


The Final Judgment permanently enjoined each 
defendant from violating the registration and anti- 
fraud provisions of the Securities Act of 1933, and 
the anti-fraud provisions of the Securities Exchange 
Act of 1934. In addition, the Final Judgment pro- 
vided for the other equitable relief, including, 
among other things, the disgorgement of a total of 
$468,000 by the defendants and the appointment of 
a Special Fiscal Agent to oversee the disgorgement. 


For further information, see Litigation Release No. 
8799 (June 27, 1979), 17 SEC Docket 1141 (Ju!y 
10, 1979). 
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Litigation Release No. 8833/August 8, 1979 


UNITED STATES OF AMERICA v. GARY R. PARO, 
79 Crim. 98 (N.D.N.Y.) 


George H. Lowe, United States Attorney for the 
Northern District of New York, and Donald N. 
Malawsky, Associate Regional Administrator of the 
New York Office of the Securities and Exchange 
Commission, announced the return of an indict- 
ment on July 13, 1979, against Gary R. Paro 
(‘Paro’), of Syracuse, New York, which charged 
Paro with forty counts of mail fraud. Specifically, the 
indictment charged that, from March 1978 to the 
present, Paro, doing business as Dollar Power!, 
devised a scheme and artifice to defraud people and 
obtain money by false and fraudulent pretenses (1) 
by issuing a publication entitled Dollar Power!, 
which contained advertisements promoting Paro’s 
books and mail order distributorships, and (2) by 
soliciting people to participate in “co-op adver- 
tising”’. 


According to the indictment, participants in Paro’s 
co-op advertising scheme invested a sum of money 
to obtain advertising space in Dollar Power! to sell 
one of Paro’s products, and, when products were 
sold, expected to share profits with Paro. As part of 
this scheme to solicit co-op advertisements, the 
indictment charged that Paro distributed written 
sales literature, containing fraudulent representa- 
tions and promises, and guaranteed profits or 
promised refunds, when he knew that there was 
little likelihood of profit and when he did not issue 
refund checks. 


In addition, the indictment charged that, from May 
1975 through December 1978, Paro, throughT.A.S. 


Investments (T.A.S."), Shepherd Publishing, 
National Mail Order Consultants Inc. (“NMOC’”), 
and other businesses operated and controlled by 
Paro, devised a mail order distributorship scheme in 
violation of 18 U.S.C. §1341 (the mail fraud Statute), 
whereby participants, in return for a small 
investment of money, would sell booklets, 
advertised and distributed by Paro, such as the 
Million Dollar Idea, Winning in Mail Order, and The 
Apartment Selector. The indictment further 
charged that Paro, in order to induce sales, misled 
readers of the booklets into believing that his mail 
order distributorships would be a highly profitable 
and secure investment, when, in fact, Paro knew 
that they were not. 
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In a related civil injunctive action, filed in February 
1979, the Commision alleged that Paro and NUOC 
had violated the registration and anti-fraud provi- 
sions of the federal securities laws in connection 
with the sale of co-op advertisements. Paro and 
NMOC consented to the entry of a Final Judgment 
of Permanent Injunction, Order of Disgorgement 
and Appointment of an Escrow Agent, without 
admitting or denying the allegations of the 
Commission's Complaint on May 14, 1979. See 
Litigation Release No. 8744. 


In another related Commission injunctive action, 
Paro and T.A.S. were enjoined from violating the 
registration and anti-fraud provisions of the federal 
securities laws, by consent, in 1977 in SEC v. 7.A.S. 
Investments and Gary R. Paro, 77 Civil 275 
(N.D.N.Y.) (EP) (“the 1977 injunction’). On June 4, 
1979, the Commission filed an Order to Show 
Cause Why Gary R. Paro Should Not Be Punished 
For Criminal Contempt, based on alleged violations 
of the 1977 injunction. United States of America v. 
Gary R. Paro, 79 Misc. 237 (N.D.N.Y.) (HGM). 
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Staff Accounting Bulletin No. 34 


AGENCY: Securities and Exchange Commission. 


ACTION: Deletion of a Staff Accounting Bulletin. 


SUMMARY: The purpose of this release is to delete 
Staff Accounting Bulletin No. 5 (Topic 5-F) 


Exchanges of Assets Between Debtors and 
Creditors. 


DATE: August 9, 1979. 





FOR FURTHER INFORMATION CONTACT: Howard 
P. Hodges, Jr., Division of Corporation Finance 
(202-755-1744), or Lawrence C. Best, Office of the 
Chief Accountant (202-472-3782), Securities and 
Exchange Commission, Washington, D.C. 20549. 


SUPPLMENTARY INFORMATION: The statements 
in Staff Accounting Bulletins are not rules or inter- 
pretations of the Commission nor are they 
published as bearing the Commission's official 
approval; they represent interpretations and 
practices followed by the Division of Corporation 
Finance and the Office of the Chief Accountant in 
administering the disclosure requirements of the 
Federal securities laws. 


George A. Fitzsimmons 
Secretary 


August 9, 1979 


STAFF ACCOUNTING BULLETIN NO. 34 


In February 1976, SAB No. 5 was issued describing 
the staff's views as to the appropriate accounting 
for various exchanges of assets between debtors 
and creditors. Since its issuance, the Financial 
Accounting Standards Board has issued Statement 
of Financial Accounting Standards No. 15, “Ac- 
counting by Debtors and Creditors for Troubled Debt 
Restructurings,” which established standards for 
financial accounting and reporting in this area. 
Accordingly, the separate interpretations contained 
in SAB No. 5 are no longer necessary in 
administering disclosure requirements of the 
Federal securities laws. SAB No. 5 (Topic 5-F is 


Federal securities laws. SAB No. 5 (Topic 5-F) is 
hereby deleted. 
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